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Hu Jiwei on Contemporary, Future China 


94CM0268A Hong Kong MING PAO YUE-KAN 
[MING PAO MONTHLY] in Chinese 
No 29, Mar 94 pp 50-55 


[Article, dated 10 July 1993, by Hu Jiwei (5170 4921 
0251): “Optimism as to Future Developments? Or a 
Crisis Ridden Future?—An Analysis of China’s Present 
Condition and Future Prospects.” A note at the end of 
the article reads: “‘The article originally appeared under 
the title ‘China’s Direction,’ but is here given in a 
shortened form due to the constraints of space.”’] 


[Text] Editor’s Note: Hu Jiwei, a former president of the 
RENMIN RIBAO Publishing House, had accepted the 
invitation for a three-month lecture tour in the United 
States, during which he gave speeches or held symposia 
in some ten universities and academic societies, mainly 
analyzing the present condition of, and future prospects 
for China. Before every lecture, Hu would write out a 
draft of his speech, but he did not read from the draft; 
rather, he expressed some of his views freely as the 
occasion demanded. He has attracted great interest 
among students of the Chinese scene. The present article 
points out that the direction of China’s development 
justifies optimism, but that there are also serious prob- 
lems. Hu also points out that only with “peaceful gradual 
advance [heping jianjin]’”’ can China’s prosperous 
development be ensured. [end editor’s note] 


The world’s attention is fixed on China’s internal situa- 
tion. In my opinion, generally speaking, that situation is 
good; I am optimistic as to the direction China is going. 


Small Turbulences Cannot Be Avoided 


China’s situation is good, especially its economic situa- 
tion. However, some observers only look at the speed of 
its economic growth and speak of it as very good. They 
say, for instance, that China is already third among the 
large economic powers. This, in my opinion, does not 
conform to reality. 


Internally, China still has problems of considerable seri- 
ousness, but then there are also observers who will only 
see the bad side and make it out to be too bad. They even 
talk of China being beset with crises, and think outbreaks 
may be triggered at any moment, much as if China will 
soon be one total chaos. That too does not conform to 
reality. 


What one may say, I think, is that the situation is very 
good, and that the developmental trend justifies optimism, 
but that there are also some serious problems. 


In the following I will give my reasons and my analysis: 


First, in a broader perspective, to speak of the larger 
basic reason, there is the basic turn for the better in the 
new international situation, which also determines the 
developmental prospects for China. 
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The disintegration of the socialist camp and the funda- 
mental elimination of confrontation between the two 
armed camps; the situation of having two ideological 
blocs facing each other, backed by armed forces, is 
becoming more and more relaxed. Times are gone when 
great powers staked their fate on their military power. A 
new era has begun where the world situation will be one 
of peaceful development. 


This has a decisive influence on China’s future, as China 
too will then also, inevitably, develop into a peaceful, 
democratic, and modern state. 


In this international situation, great changes will also, 
inevitably, be engendered internally within the country. 
The era of wars, when armed forces were relied upon to 
fight off foreign aggression and to ensure the state’s 
independence, has essentially come to a close. The era of 
armed forces being relied upon to consolidate the 
internal political system and to protect economic con- 
struction should long ago also have come to a close. The 
idea of a proletarian dictatorship—having the guns 
means having everything—has already become out- 
dated. The times of violent revolution and violent rule 
have passed, never to return. 


This peaceful, democratic development cannot be 
reversed anymore and cannot be stopped. Anything that 
stands in the way of this great principle, any high-handed 
reactionary policy, will have no chance of success, and 
will be compelled to undergo change. Whatever counter- 
current or whatever obstruction appear, all will 
ultimately end up in defeat. 


Some people believe that large-scale armed turmoil and 
armed suppression may erupt in China, warlords will get 
tangled in warfare in some kind of feudal separatist 
regime, nationalities will-split off, or ethnic fighting will 
break out.; however, all these assumptions are overpes- 
simistic. I believe it may not be possible to avoid small 
disturbances, but still the possibility of large-scale tur- 
moil is very, very small. 


In sum, viewing the overall situation, all those autocratic 
powers and autocratic measures are headed for extinc- 
tion, and they are not headed for any growth in strength. 


Two Reasons for an Optimistic Attitude 


There are two important reasons for my optimistic 
attitude as to the situation in China. One reason: Those 
democratic forces that actively advocate learning 
advanced science and technology and economic manage- 
ment from the capitalist countries, that advocate 
importing foreign capital and technologies, and that 
formerly had been thought of as the most dangerous 
forces of bourgeois liberalization, are now right among, 
and of the masses, and they are now the ones that are 
more and more considered “advanced personalities,” in 
that they firmly advocate reform and opening up to the 
outside world. If one were, under these circumstances, to 
advocate and actually try in present-day China to 
strengthen total dictatorship of the proletariat, if one 
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were to think of inciting to “class struggle as the key 
link,” even extreme leftist forces who oppose that sort of 
“bourgeois peaceful evolution” would become highly 
unpopular. Peace is bound to replace violence, democ- 
racy is bound to replace dictatorship, that is the devel- 
opmental trend of the world, and even more so the 
developmental trend in China, and any move against 
this current will just get nowhere. 


The second important reason is that the reform of 
China’s economic structure is proving increasingly suc- 
cessful, and that the reform of China’s economic struc- 
ture has actually induced a reform in China’s political 
structure, which in fact has already gained some grati- 
fying achievements in quite a few respects. Judging by 
the actual situation in China, it is not by a sudden 
change, but by a gradual change that economic reform is 
inducing political reform. It 1s a process of moving from 
quantitative changes to a change in substance, it is a 
gradual change of which the effects will only become 
apparent after the lapse of a considerable period of time. 
Some people see some of the obnoxious phenomena and 
conclude that things will take a sudden turn and then 
develop rapidly into a gigantic chaos. I don’t agree. Some 
people see all the good phenomena and conclude that the 
situation will become all rosy, will assume a completely 
new look. That too is an unrealistic fantasy. However, 
judging by the trend of overall developments, the reform 
of the political structure in China will take a step 
forward. That is the general trend which no man’s will 
can deflect. 


The Chinese authorities have decided on the extremely 
important policy decision of “grasp with two hands, two 
hands?” It is to mean grasp material civilization with 
one hand and spiritual civilization with the other hand. 
This is of course correct and very good, but in its actual 
implementation this move was usurped by ultraleftist 
forces, who made it out to be something like “oppose 
bourgeois liberalization” and “oppose the bourgeois 
peaceful evolution.” In the ideological field, they 
launched a political movement to condemn and attack 
those who hold different views, and what they promoted 
was still nothing else but an ideological dictatorship and 
cultural dictatorship. In actual fact they did not dare, 
and even opposed, instituting a reform of the political 
structure. 


After the disintegration of the Soviet Union, some 
authoritative persons erroneously summed up the Soviet 
experience by blaming two reasons for the disintegration 
of the Soviet Union: One being the failure to institute 
economic reforms, their economy having been in a 
depressed state for a long time; and the other, having 
first started a political reform, when people were allowed 
to think and speak out, thereby confounding the political 
situation. The said “authoritative persons” then decided 
to go the opposite way: If the Soviets failed to start 
economic reforms, they would precisely start economic 
reforms; that was right. If the Soviets started political 
reform, they would precisely not start political reforms, 
but that was wrong. This is in reality creating the 





JPRS-CAR-94-031 
13 May 1994 


lopsided situation of economic reform without political 
reform. Some of these ‘‘authoritative persons’ would 
even concoct the theory that economic reform without 
political reform is the only way that will suit the national 
condition of China, and they would arrive at the impor- 
tant policy decision that they would thereby be creating 
socialism with Chinese characteristics. In actual fact, 
this is totally wrong. 


Economic Reform Without Political Reform Is a 
Monstrosity 


According to the actual situation during the ten years 
that followed our smashing the Gang of Four, economic 
reform has in fact frequently been conducted accompa- 
nied by political reform, and any mechanical separation 
of the two is impossible. First, did we not smash the 
autocratic regime of the Cultural Revolution time with 
its feudal, fascist dictatorship, which was then followed 
by the discussion of truthful objectives and the achieve- 
ment of a liberation of the mind, and did we not smash 
the political rule of the personality cult with its “two 
absolutes” [observance of Mao’s decision and obedience 
to his directive]. All these are extremely important 
reforms of the political structure. Without these reforms 
of the political structure, the great reform in the structure 
of China’s rural economy could not have been realized. 


Rural reform started with the institution of the system of 
fixing farm output quotas for each household. This 
system, outwardly, appears as a reform of the agricul- 
tural production of the peasants, but in actual fact it was 
a reform of the rural economic structure. Through a 
protracted, tireless struggle of four, five years, it was 
finally possible to abolish the people’s commune system 
with its integration of government administration and 
commune management, and its worker-peasant- 
merchant-student-soldier unison. It was then only that 
the 800 million peasants truly became masters of their 
land, and that the 800 million peasants gained initial 
democratic power. Democracy for 800 million peasants 
is an extremely valuable contribution for the eventual 
establishment of a democratic regime in China. The 
great significance of this fact is not understood by many 
people and is ignored by many who advocate democracy 
for China. 


The reason for economic reform to have as consequence 
so huge an effect on political reform is that at the same 
time as the economic reform was implemented a polit- 
ical struggle was waged simultaneously, a struggle which 
breached certain conventional political barriers. This 
was the only way that so great a victory could have been 
achieved. For instance, when persisting on imple- 
menting the system of fixed farm quotas for households, 
it was necessary to offend against and violate the direc- 
tives and provisions on establishing the people’s com- 
mune system, as previously ordered by Mao Zedong and 
the CPC Central Committee. It was furthermore neces- 
sary to offend against and violate relevant provisions of 
the CPC Central Committee, such as earlier documents 
that prescribed that “fixed farm output quotas” would 
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be permissible for “work teams,” but not for “house- 
holds.” Later documents changed this and allowed the 
system to be applied to households, but only in the 
“three hardship regions” (such poverty and hardship 
regions as the national minority districts, remote moun- 
tainous districts on the country’s borders, and regions 
that had suffered calamities which had reduced farm 
output). The system was not permitted for the other vast 
rural areas. Later this was again changed, allowing appli- 
cation in the villages, but not on state farms. However, 
all these provisions were ultimately violated, and we 
must therefore not mechanically separate reform of the 
economic structure from the reform of the political 
structure. We must not conduct economic reform iso- 
lated from simultaneous political reform. This is a 
Chinese characteristic that has become manifest in the 
actual life of China, and that is something that man’s will 
cannot alter. The positive significance of 800 million 
peasants gaining this much initial democratic freedom is 
something that is difficult to comprehend. For instance, 
peasants in some advanced districts with flourishing 
agricultural production have begun to disbelieve and to 
break away from the old set pattern of “take grain as the 
key link and regard agriculture as the foundation,” and 
are experimenting with village and township enterprises. 
They are developing small enterprises into large enter- 
prises, and income from industrial and sideline under- 
takings gradually overtake income from agriculture. 
They, furthermore, use income from industrial and side- 
line undertakings to help moder~ize agriculture, for 
extensive improvements in agricuitural products, and 
also to achieve high and stable yields over long periods of 
time. The extensive development of village and town- 
ship enterprises in the rural areas has not only increased 
peasant incomes and improved the rural economy, but 
also opened the way for agricultural modernization, 
urbanization of the rural areas, solving the problem of 
surplus manpower—in excess of 100 million—in the 
rural areas, and to narrow the disparity between city and 
countryside. All these enormous and amazing changes 
nobody would have ever expected. In August, year 
before last, I toured the Suzhou-Wuxi-Changzhou tri- 
angle, and I was extremely pleased and surprised by 
conditions there. In that area, many village and township 
enterprises were of a larger scale than state enterprises, 
their machinery and equipment was more advanced than 
in the state enterprises, their management was more 
rational than in the state enterprises, their productivity 
was higher than in the state enterprises, and they turned 
in more taxes anu profits than state enterprises. There 
are now many, many villages whose output value exceeds 
the 100 million yuan mark. 


In short, the reform of the rural economic structure has 
abolished the people’s commune system, and 800 mil- 
lion peasants have gained initial democracy. This is an 
amazing change in China. It is an enormous victory 
achieved by the high pressures of a top-to-bottom 
directed assault against the “Leftist” political forces. 


After victory in the economic structural reform in the 
rural areas, the next reform target was the system of the 
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highly centralized planned economy. Abolishing the peo- 
ple’s commune system took four years, while abolishing 
the planned economy system has taken ten years. There 
was first the need to overcome the unitary economic 
component of the public ownership system: First, to 
revive the private economy that had been extinct for 
over 30 years; second, to convert what nominally had 
been a collective ownership system, but actually a system 
of ownership by the whole people, truly into a collective 
economy of large, medium and small types, especially to 
restore the various service trades, such as commerce, and 
transportation, that are so closely linked with the life of 
the people. After privately managed or collectively man- 
aged enterprises had developed, a new force broke in on 
the scene: foreign-invested enterprises, that is, Sino- 
foreign joint ventures, Sino-foreign contractual joint 
ventures, and wholly foreign-owned enterprises, and this 
development opened up a wide breach in the centralized 
system of the planned economy structure. 


“Foreign-Invested Enterprises” Opened Breach in 
Planned Economy 


Development of foreign-invested enterprises took off 
only after the establishment of the special economic 
zones [SEZs]. Establishment of the Shenzhen SEZ was a 
final resolution in 1980. The plan at that time was to 
establish a special zone on the country’s border, emulate 
the Hong Kong model, attract foreign capital, and to 
open a window that would allow to study foreign expe- 
riences on mainland terntory, and thus set up a small 
experimental station for the practice of market economy. 
However, unexpectedly it developed into a miracle, and 
results were excellent. Finally SEZs were also established 
at Zhuhai, Shantou, and Xiamen, and later the whole of 
Hainan Island was designated one large special zone. 
Later, economic development zones were set up along 
the coast, foreign capital kept flowing in, and the foreign- 
invested enterprises kept increasing. China’s economy 
became increasingly invigorated. 


The SEZs mainly adhered to the law of market economy, 
and they thereby dealt the planned economy structure a 
serious blow. In the SEZs many conventional provisions 
of the planned economy system were quite naturally 
tossed aside. 


That the planned economy system was changed into a 
market economy system was not only a great reform in 
economic respects, but also in political respects. In the 
past it had been the government (actually the party) that 
had decided everything, directed everything, controlled 
everything, concerned itself with everything. People’s 
work, employment, school attendance, salary and wages, 
welfare, food, clothing, housing, marriage, childbirth, 
moving home, and business trips; everything was strictly 
controlled. After abandoning the highly-centralized 
planned economy structure, people became gradually 
liberated from all these controls and restraints. As the 
people gained an enhanced feeling of being masters of 
their own affairs, democratic awareness increased. This 
is a point that is very often ignored. Again from the 
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economic angle, this is also a great reform, because in 
this way, great changes will also come about in the 
relations between the central and the local authorities 
and in the relations between the government and the 
enterprises. The former rigid system of having people, 
finance, materials, production, supply, and marketing 
highly centralized and unified had inevitably to undergo 
fundamental changes. At long last a way had been found 
to revitalize the large and medium-sized state enterprises 
and to break down the rigidity of the former state of 
affairs, and it is now a matter of implementing and 
making it become reality. The large and medium-sized 
enterprises will finally be revitalized, that is quite cer- 
tain, and the prospects also justify optimism. 


Power Monopoly Leads to Various Malpractices 


However, we must also realize that China’s problems are 
problems that have come down to us after having accu- 
mulated over an extended period of the country’s his- 
tory. They are not problems that have accumulated only 
during the 40-odd years of total proletarian dictatorship, 
still these problems are indeed extremely complex and 
extremely serious. If one were only to look at this serious 
state of affairs without considering its historical devel- 
opment, especially without fully assessing the achieve- 
ments gained by the Chinese people in their persistent 
and dauntless upward struggle, and the particular devel- 
opmental direction determined by the strength of this 
people, one could then easily regard the problems as 
excessively serious and come to negative and pessimistic 
conclusions. 


Talking now about the serious circumstances that pres- 
ently exist in China: The highly centralized system of 
planned economy of the past few decades had resulted in 
an autocratic political system with a highly centralized 
power monopoly. Following the collapse of the planned 
economy system, this autocratic system with its power 
monopoly, although also badly shaken, was still able to 
maintain its position with extreme tenacity. The stron- 
gest power had also been the strongest corrosive agent. 
Under this system of a highly centralized power 
monopoly, larger or smaller power-holders and larger 
and smaller organs of power, are misusing their powers 
to engage in malpractices for selfish ends to an extent 
that is hard to imagine. For instance, most startling way 
of getting rich without own capital is to rely on the 
domain of one’s superior official, appropriate property 
to oneself, and to engage in real estate trading. 


For instance, an organization with certain power will 
suddenly change its identity and become some kind of 
corporation, a general company, while still, as before, 
keep rigidly controlling the state-run enterprise, and as 
before enjoying the high profits of the enterprise. They 
will then still control importan’ materials, such as steel, 
or significant products, such as arms and ammunition, 
and one transaction in such materials will yield profits 
into the millions. There is also misuse of special powers 
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to effect power-backed investments and take out power- 
backed loans (“friendship” loans). These cases are fre- 
quent and show no decline, rather a tendency to increase, 
and are important reasons for excessive investments and 
currency inflation. Under the protection of larger and 
smaller powerholders, there is much tax fraud and tax 
evasion, much lavish feasting, travelling at public 
expense, and increases in collective expenditure. 
Repeated countermeasures, but repeated offenses, 
attempts at control but never an effective stop. 


Utilizing the manufacture by larger or smaller power- 
holders and under their protection, false and inferior 
products are flooding the market. In the case of some 
consumer goods that are daily necessities, 70 to 80 
percent are false or inferior products, inflicting great 
harm on the people. 


There is also the extremely serious problem of such 
crimes as robbery, train banditry, illegal usurpation of 
highways, drug trafficking, smuggling, trade in human 
beings, crimes which continue to be rampant, and which 
are committed by criminal gangs in collusion with pow- 
erholders. As to crimes committed by higher ups and 
emulated by the lower ranks, such as graft and bribery, 
malpractices for selfish ends, extortion and blackmail, 
and even paying bribes to obtain official posts, such 
crimes too are prevalent throughout society. They add to 
the ever growing burden on the people, and their burden 
on the peasants is particularly serious. 


Yet another extremely frightening phenomenon is the 
really alarming decadence of the press. The Chinese 
press is the area most strictly controlled by those leftist 
princelings and leftist big chiefs. While they loudly 
proclaim such slogans as “oppose bourgeois liberaliza- 
tion” and “oppose peaceful evolution,’ moral degener- 
ation is spreading among them in a bad way. In the very 
own party paper of the Central Committee, the 
RENMIN RIBAO, the situation is also extremely 
serious. There are many jingles about this on the 
mainland, a recent specimen goes like this: 


First reporter sells “‘secret information”. 

Second reporter gambles in shares. 

Third reporter sells whole page layouts. 

Fourth reporter canvasses advertisements. 

Fifth reporter fishes for envelopes containing gratuities. 


Sixth reporter is moonlighting by writing for other places 
than his own paper. 


It is impossible to list all the serious problems one by 
one. The details of many alarming incidents are first 
“exported” and then become “marketed” domestically; 
the outside gets to know them faster and to know more of 
them than the inside. 


The chief root of the affliction in this serious state of 
affairs is the autocratic system with its highly centralized 
power monopoly. The problem cannot be remedied by 
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treating single symptoms piecemeal and not the whole 
disease. In economic respects, going the old road of 
pressuring, adjusting, and rectifying will not do any- 
more, and in political respects, issuing of directives, 
launching formalistic investigative movements will also 
not do anymore. What is necessary is to conduct a 
resolute reform of the political structure concurrently 
with the reform of the economic structure; what has to be 
done is to firmly resolve to fundamentally reform this 
autocratic system. 


Government System Requires Fundamental Reform 


The broad masses of the people have reached the limits 
of their endurance. Reference to last year’s openly visible 
disturbance in Shenzhen about the sale of shares, the 
anti-tyranny struggle of the Renshou peasants, and the 
huge fraud case involving the Changcheng Corporation, 
can well explain the seriousness of the situation. It will 
also explain that the people have reached a stage when 
they will be forced to wage struggle, it will also explain 
that some relatively good results have already been 
achieved, and will also explain that the upward struggle 
of the masses is expanding in breadth and in depth. 


Of course, it is hoped that the urgent upward struggle will 
be coordinated and receive support, from top toward the 
bottom, by the CPC and the government. It is hoped that 
with coordinated action from the top toward the bottom 
a fundamental reform of the political structure will 
indeed be accomplished. 


People who advocate economic reform alone and oppose 
political reform say that they are emulating Singapore, 
and that they highly esteem the example set by Singa- 
pore. However, they do not understand that the reason 
why Singapore has been doing so well is that the Singa- 
pore Government does not directly control economic 
affairs. Besides, the Singapore Government is an abso- 
lutely honest government, also a government that oper- 
ates with a proficient yet suitably limited personnel, a 
government of the rule of law, a government performing 
at high efficiency, and a government that has the welfare 
of its people at heart. If we are to truly emulate Singa- 
pore, then we should as quickly as possible get on with 
the reform of the political system. We should then, first 
of all, start with the reform of the government system. 
The government that we must subject to change is one 
that is highly centralized, that determines everything, 
directs everything, controls everything, concerns itself 
with everything, a government with an unwieldy organi- 
zation, with bloated agencies, with overstaffed offices, 
affected by routinism and bureaucratism. This govern- 
ment has to be changed into one that is honest, that 
employs proficient yet suitably limited personnel, that is 
operating according to the rule of law, that is efficient 
and welfare-conscious. This is the reform of the govern- 
ment system that is presently absolutely needed with 
regard to every one of the above-mentioned characteris- 
tics; it is a reform that also cannot be delayed any longer. 
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Think, if a reform of this sort could be implemented, and 
if it were possible to gradually establish a government 
like Singapore’s, there would indeed be every hope that 
the many serious problems that we are presently having 
could all be resolved. 


China’s affairs are extremely complex, all good ideals 
and good aspirations must be gradually realized on the 
basis of the actual conditions. Otherwise, haste will not 
get you to your goal and good intentions will not get good 
results, as so often happened. It is my opinion that with 
realistic and sustained effort, China’s prospects are 
definitely bright. 


“Peaceful Gradual Advance” Will Benefit China’s 
Development 


Summing up all that was said, we may gain valuable 
experiences and lessons, namely: 


1) Economic reform must be conducted simultaneously 
with political reform; 2) Whatever the obstructing forces, 
the Chinese people have always found ways and means 
to wage their struggle, a struggle from the bottom 
upward; 3) China’s reform must always be a continuous 
effort to smash the conventions of the “Leftist” forces; 4) 
The struggle is a protracted one. Only by pursuing it 
realistically, persistently, and untiringly, will there come 
a time when the enormous change will have been 
achieved, namely the change from quantitative changes 
to the change in substance. 


Xu Jiatun put forward the idea of “peaceful evolution,” 
my idea is “peaceful gradual advance.” The great differ- 
ence is that Xu speaks of socialism and capitalism 
progressing together in a “peaceful evolution,” to grad- 
ually heading for a world of universal harmony. My idea 
of “peaceful gradual advance” speaks only of the future 
political situation within China, and asserts that peaceful 
methods should be used in a gradual advance. 


I emphasize “peaceful” because innumerable historical 
events have proven that violence and democracy are as 
incompatible as fire and water. If violence is used to 
topple a violent regime, the new regime is bound to use 
violence to maintain its rule, and however democratic its 
pronouncements, in reality it cannot possibly be a dem- 
ocratic regime. It would only be replacing one violent 
regime with another violent regime. 


I emphasize “peaceful,” because in so large a country as 
China the political situation is extremely complex, and 
the influence of autocracy lingers on, as a left-over from 
several thousand years of history. It is therefore impos- 
sible to effect a “great leap forward” and to “advance at 
the double,” also impossible to “overtake England and 
the United States” within a short period of time, or to 
cross all of a sudden over a “golden bridge” right into 
“paradise.” Only by realistic and persistent effort will it 
be possible to achieve an emphatically peaceful, stable, 
protracted, and gradual advance. 
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At the same time I very much disagree with those who 
advocate “strike down the communist party, overthrow 
the Chinese Government.” That way is fraught with 
great danger, a way one should not take. I believe that by 
the methods of “striking down” and “overthrowing” it is 
not possible to achieve a truly democratic society, it 
could only replace violence by violence. For this reason 
I emphasize: I am not a man of democracy in general, 
but of peaceful democracy. I propose to urge the com- 
munist party to effect self-reform, urge the communist 
party to effect a democratic reform within the party. In 
the China of today, it is impossible to have a reform of 
the Chinese society without a reform of the CPC, and 
without internal democracy within the CPC, it is 
impossible to have democracy in Chinese society and 
democracy in the state. 


In my opinion only by adopting the method of “peaceful 
gradual advance” will it be possible to achieve a pros- 
perous and thriving China. I believe there are indeed 
powerful reform forces and democratic forces generally 
extent within the CPC, forces that would exert a top- 
to-bottom effort. Although the Chinese people have lost 
much confidence in the CPC, they have not given up all 
hope. They are still very hopeful, and they still hope that 
their untiring upward struggle will be met with a coordi- 
nated downward effort by the party and the government, 
so that even greater achievements will be unceasingly 
accomplished in China’s reform. 


This is how I assess the direction of China’s develop- 
ment, and these are also the reasons for my optimistic 
attitude. 


Article Urges Support for Public Ownership 
System 


94CM0272 Beijing XUEXI YU YANJIU [STUDY AND 
RESEARCH] in Chinese No 4, 15 Feb 94 pp 5-6 


[Article by Wang Ruipu (3769 3843 3877)] 


[Text] “Decisions by the Central Committeee of the 
Communist Party of China Regarding Several Issues 
Concerning Establishing a Socialist Market Economic 
System™ points out that “a socialist market economic 
system is One integrated with the basic socialist system” 
and “a modern enterprise system with a public owner- 
ship system as the main part is the foundation of the 
socialist market economic system.” There are two main 
items in the basic socialist system: One, public owner- 
ship of the means of productic, and two, the Commu- 
nist Party in power. One *i« n is economic, one is 
political; these are the esser differences between it 
and the basic capitalist system. There will be no ques- 
tions about establishing a socialist market economic 
system if we do not firmly uphold the position of the 
Communist Party in power and public ownership of the 
means of production. To firmly uphold a socialist public 
ownership system requires enlivening large- and 
medium-sized state-owned enterprises because they are 
the backbone of socialist public ownership. 
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The current matter is: In general, the mainstays of the 
public ownership system—medium- and large-sized 
state-owned enterprises—still lack vitality. A relative 
number of them have suffered losses while there is 
flourishing growth in the non-public ownership 
economy. We naturally cannot clutch onto policies to 
control growth in the non-public ownership system 
economy to protect the publically-owned economy. On 
the one hand we must continue to encourage the growth 
of the non publically-owned economy. On the other hand 
we must enliven state-owned medium- and large-sized 
enterprises through deeper reforms. We may very pos- 
sibly be compelled to privatize if the latter cannot be 
enlivened for a long time and are powerless to compete 
against the non publically-owned economy. Therefore, 
enlivening medium- and large-sized state-owned enter- 
prises is both a fundamental economic issue as well as a 
fundamental political issue. 


Overall, medium- and large-sized state-owned enter- 
prises still lack vitality. This is a fact. However, there are 
two opinions regarding how to treat this fact. One 
regards their lack of vitality as due to the public owner- 
ship system. Some believe that having medium- and 
large-sized state-owned enterprises is in itself a mistake. 
A second treatment is to seek truth from facts, with 
specific analyses for specific issues. The lack of vitality 
seen in medium- and large-sized state-owned enterprises 
is in terms of comparison with the non publically-owned 
economy and.the collectively-owned economy. On the 
surface, considering vitality and competitiveness, the 
state-owned is not as good as the collective, the collective 
is not as good as the individually-owned, the individu- 
ally-owned is not as good as the privately-owned, and the 
privately-owned is not as good as enterprises with the 
three types of foreign ownership. Nonetheless, this is not 
a material fact but purely a surface phenomenon. The 
fact of the matter is that they basically are incomparable. 
First, medium- and large-sized state-owned enterprises 
were created under a highly unified planned economic 
system. They operated for several decades under the old 
system. Now we must undertake reform, a reform of the 
highly unified planned economy, transform enterprise 
operating mechanisms and establish a socialist market 
economic system. There is a switching process for enter- 
prises to enter the marketplace as independent economic 
bodies. The non publically-owned and collectively- 
owned economy as swift-footed arrive first, reaching it in 
one step. For them there is no process of switching from 
the old to new systems. They create enterprise operating 
mechanisms directly according to th e needs of a market 
economy. Second, the developmental histories differ. 
Medium-and large-sized state-owned enterprises always 
have been pillars of the national economy. The indi- 
vidual economy, the private economy and enterprises 
using the three types of foreign investment are products 
arising in implementing reforms of the economic system 
following the Third Plenary Session of the 1 1th Central 
Committee Meeting of the CPC. Because medium- and 
large-sized state-owned enterprise directors for a long 
time used a policy of unified state control over income 
and expenditure, the state added value on enterprises by 
tax profits and other methods and allocated seriously 
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insufficient funds for the technological transformation of 
enterprises. This brought on the aging of enterprise 
equipment, backward technology, and no readjustment 
of the industrial mix, product mix or tecnological mix of 
enterprscs tor a long time. Under highly unified plan- 
ning. this contradiction was somewhat hidden. After 
reforming the economic system and once enterprises 
directly faced markets, this contradiction immediately 
became clear. From the day they were set up, the 
individual economy, the private economy, and foreign- 
funded enterprises faced the market. Their industrial 
mix, product mix and technology mix were naturally 
rational. Even though certain things are irrational, small 
boats are easy to turn about and readjustment 1s rela- 
tively simple. It is relatively hard to readjust the indus- 
tnal, product ard technology mixes of medium- and 
large-sized state-owned enterprises. Third, social contri- 
butions and burdens are not the same. Most medium- 
and large-sized state-owned enterprises are old. All have 
made outstanding contributions to the state in terms of 
providing tax income and training and moving per- 
sonnel. At the same time, they have constituted a con- 
siderable core of retired worker. Because social security 
mechanisms still are unformed, retired workers still rely 
on enterprises for living security and medical benefits. 
Retired workers account for one-third of those on the job 
in most enterprises. In particular enterprises, the propor- 
tion of workers on the job to those retired is one to one. 
This undoubtedly will increase costs, lower profit levels 
and correspondingly weaken competitiveness. Prior to 
reform, China’s employment road was narrow. There 
also was a desire to sustain social stability. Medium- and 
large-sized state-owned enterprises only had a responsi- 
bility to expand employment but no authority to reduce 
the number of staff and workers. As a result there was 
surplus labor on the job. Generally speaking, there was 
20 percent to 30 percent surplus of workers at medium- 
and large-sized state-owned enterprises. Speaking in 
terms of the needs of a market economy, this is an 
irrational allocation of resources. Surplus workers 
should be pared down to attain the best combination of 
the means of production and labor and improve eco- 
nomic results. Considered in terms of the needs of social 
stability, enterprises are not allowed to push surplus 
workers out into society. Although the “Regulations for 
Transforming the Operating Mechanisms of Enterprises 
Owned by the Whole People” stipulated that those 
responsible for an enterprise have this authority, practi- 
cally noone responsible for an enterprise dares use it. 
The individual economy, the private economy and for- 
eign-funded enteprises need not have such worries. 
Medium- and large-sized state-owned enterprises have 
paid an enormous price to the state and society. This 
price will lead to higher enterprise costs, lower profit 
levels and weaker competitiveness. For a long time now, 
we have had enterprises run society, from cafeterias to 
elementary and middle schools. Some even run colleges. 
Although this is a contribution by enterprises, it also is a 
burden. The individual economy, the private economy 
and foreign-funded enteprises have neither such a con- 
tribution nor any such burden. It clearly is unfair if it is 
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sweepingly and abstractly stated that medium- and large- 
sized state-owned enterprises are not as good as the 
individual economy, the private economy, or foreign- 
funded enterprises, in terms of vitality, without differ- 
entiating these different circumstances. If medium- and 
large-sized state-owned enterprises are allowed to smash 
the “three knives”: One, give retired workers to the state 
and society, and enterprises will no longer care for them; 
two, pare down all surplus workers; and three, stop the 
running of middle and elementary schools and colleges. 
In this way, enterprises would immediately be enlivened 
by one-half. The current problem is that none of the 
three knives can be smashed. Enterprises still must 
practice exercises to benefit the internal organs and 
digest [workers] themselves. This requires procedure. 


The process of enlivening medium- and large-sized state- 
owned enterprises also is one of economic development 
and reform. The “Decisions of the Central Committee of 
the CPC Regarding Reform of the Economic System” 
notes “full development of a commodity economy is a 
Stage which socialist economic development cannot 
overstep. It is an essential condition to realize the 
modernization of China’s economy.” The “Decisions by 
the Central Committeee of the Communist Party of 
China Regarding Several Issues Concerning Establishing 
a Socialist Market Economic System” by the Third 
Plenary Session of the 14th CPC Central Committee 
note, “transform the operating mechanisms of state- 
owned enterprises and establish a modern enterprise 
system” and “a modern enterprise system with a public 
ownership system as the main part is the foundation of 
the socialist market economic system.” The two meet- 
ings, two documents and their policy regulations are a 
summary of economic development and reform experi- 
ence. They also are a deepening of reform theory 
reflecting that our understanding of socialism and 
reform have reached a new level. Nevertheless, estab- 
lishing a socialist market economic system ts an unprec- 
edented pioneering undertaking that requires resolution 
of many extremely complicated issues. Economic system 
reform is a profound reform relating to the foundation of 
the economy and many areas of superstructure. Of 
course we must change various irrational interest situa- 
tions inherent to the old system and those newly created 
in the process of transforming the system. We cannot 
avoid this or that difficulty or obstruction which may be 
encountered. Overall, we must handle well the relation- 
ship among reform, development and stability. We must 
handle well interest relationships in all respects, moti- 
vate all positive factors and create conditions for healthy 
growth of the national economy. Ths requires that we 
develop market economies. We cannot negate the pri- 
mary position of the public ownership system. To 
enliven enterprises we must not create social upheaval. 
To rationally allocate resources we cannot create 
enormous armies of unemployed. 


Reform is a mass undertaking. The “Decisions by the 
Central Committee of the Communist Party of China 
Regarding Several Issues Concerning Establishing a 
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Socialist Market Economic System” make clear stipula- 
tions regarding basic reform ideology, basic theory, basic 
policy, basic principles, and basic requirements. Reform 
theory is further clarified and the direction of reform is 
further defined. Whether there is success in transforming 
the operating mechanisms of state-owned enterprises, in 
establishing modern enterprise systems, in fostering and 
developing market systems, in changing political func- 
tions, in establishing a full macroeconomic readjustment 
and control system, and in establishing rational indi- 
vidual income allocation and social security systems, the 
practice of the masses must be relied on. A successful 
example is provided to us by overall and complete 
reform of the Beijing Number One Light Industry Head- 
quarters; the secret of success lies in the two words, 
“overall and complete.”’ Their method was to pull out of 
secondary and enter tertiary industry—enterprises situ- 
ated in urban golden areas pull out of secondary industry 
and enter tertiary industry; pull out of fourth and enter 
secondary—enterprises situated in golden areas pull 
back beyond the fourth ring and develop secondary 
industries with high results at high starting points; added 
asset value—rationally deploy resources through the 
direction of land use and development models to attain 
the greatest added value of assets; industrial shift—on 
the basis of added asset value, readjust and reorganize 
the industrial mix; transform mechanisms—change 
mechanisms and establish systems while transforming 
enterprises and reorganizing industries; have headquar- 
ters manage assets instead of enterprises; personnel 
circulation—asset redevelopment creates new employ- 
ment opportunities, allowing the best arrangement of 

urplus personnel; industrial mix readjustment— 
personnel changes and function readjustment are all 
deep reforms and enormous changes. While deepening 
reform by enormous change, economic growth was 
maintained and state-owned assets increased in value, 
while maintaining social stability. This must be called an 
extraordinary wonder. Of course the Beijing Number 
One Light Industry Headquarters has the superiority of 
occupying a golden area which others do not. Nonethe- 
less it also should be seen that others have superiorities 
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which it does not. The outcome still depends on human 
effort. A certain large-sized enterprise in Jiangsu has an 
on-the-job worker to retired worker ratio of one-to-one, 
with 30 percent surplus workers, long-term losses and 
near-bankruptcy. The threat of bankruptcy oppresses the 
director and workers. Oppression engenders a feeling of 
crisis and the feeling of crisis brought on a courageous 
search for a way out. After several years of struggle, they 
got out of difficulty. What was the general character of 
these two experiences, that of the Beijing Number One 
Light Industrial Enterprise and the Jiangsu large-sized 
enterprise? It is as discussed in the “Decisions by the 
Central Committeee of the Communist Party of China 
Regarding Several Issues Concerning Establishing a 
Socialist Market Economic System”: “Respect the pio- 
neering spirit of the masses. Give heed to the individual 
interests of the masses. Summarize in a timely way the 
practical experience of the masses. Respect the desires of 
the masses. Guide, protect and develop well the enthu- 
siasm of the masses. In the process of deepening reform 
and developing the economy, handle appropriately the 
relationships among accumulation and consumption, 
the whole and the partial and long-term and near-term 
interests. Continually raise the living standards of the 
masses. Make reform win a broad and deep mass foun- 
dation.” Establishing a modernized enterprise system 
with Chinese characteristics and establishing a socialist 
market economic system are unprecedented pioneering 
undertakings; thus, we especially must emphasize peo- 
ple’s creativity and respect the masses’s pioneering 
spirit. Just as Comrade Deng Xiaoping said on his 1992 
southern tour: In a certain sense, firmly upholding 
socialism, developing the economy, reforming and the 
open door policy, and firmly up olding the cause of the 
two civilizations depend on the veople. 


Integrating a basically socialist system and a market 
economy requires firmly upholding the position and 
leading role of the public ownership system. Firmly 
upholding the position and leading role of the public 
ownership system requires enlivening medium- and 
large-sized state-owned enterprises. This accords with 
the logic of theoretical and practical developments. 











JPRS-CAR-94-031 
13 May 1994 


NATIONAL AFFAIRS, POLICY 


Gao Shangquan on Strategies for Economic 
Reform 

94CE0422A Nanjing JIANGHAI XUEKAN [JOURNAL 
OF JIANGHAI ACADEMY] in Chinese No 1, 

10 Jan 94 pp 20-23 


[Article by Gao Shangquan (7559 1424 0356), deputy 
chairman of the Economic Structural Reform Commis- 
sion: “Market Orientation, Way of Gradual Advance— 
Strategies for Reform of China’s Economic System”] 


[Text] The reform of China’s economic system has 
already gone on for 15 years. For 15 years, from the rural 
areas to the cities, from the coast to the interior, from the 
non-state-owned economy to the state-owned economy, 
from micro to macro, and from the economic domain to 
the scientific and technological, educational, and pollit- 
ical domains, the reform has become the main performer 
in China’s social and economic life, and its successes 
have become the focus of world attention. When we look 
back on and sum up the basic experiences of the 15 years 
of reform, we see that China’s reform took the path of 
gradual expansion of the proportion of market regulation 
and of gradual enhancement of the role of market 
mechanisms, in broad outline: market orientation and 
the way of gradual advance. 


Market Orientation: Reform’s Basic Achievement 


There are many reasons that China’s reform was able to 
obtain universally acknowledged successes; and the 
reform itself employed the strategy of ‘‘market 
orientation, and the way of gradual advance.” 


In the 15-year reform there were roughly four stages. In the 
first stage, from the end of 1978 to October 1984, the 
reform first of all made a breakthrough in the rural areas 
and obtained successes; in the cities, starting from expan- 
sion of the enterprise's right to take the initiative, experi- 
ments at selected points in comprhensive and special-item 
reforms were carried out. In the second stage, from 
October 1984 to September 1988, the focus of reform 
shifted from the rural areas to the cities, and reform was 
launched in a comprehensive way in all domains. In the 
third stage, from September 1988 to the end of 1991, in the 
economic domain the environment was brought under 
control, the order was rectified, and the reform was deep- 
ened. The fourth stage, which started at the beginning of 
1992, with Comrade Deng Xiaoping’s important talk on 
his inspection of the south as its starting point, and the 
14th CPC Congress set the goal of the reform of China’s 
econmic system as the establishment of the socialist 
market economy system. The pace of reform and opening 
up to the outside world markedly quickened, and the 
reform entered a new h.storical stage. 
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Following the constant deepening and expansion of the 
reform and opening up to the outside world, profound 
changes occurred in the pattern and operating 
mechanisn of China’s economic system: 


—With pubic ownership as the main part, many eco- 
nomic forms coexisted, including ownership by the 
whole people. collective. privately operated, indi- 
vidual, and foreign joint venture. and a pattern of 
joint development was gradually formed. The single 
ownership structure of the original economic system— 
a structure that was separated from the level of pro- 
ductive forces—was broken, and township enterprises, 
“the three kinds of enterprises that were cither wholly 
or partially owned,” and the pnvate and individual 
economies developed swiftly. In 1992. in industrial 
Output value, enterprises owned by the whole people 
accounted for 48.4 percent, the collective enterprises 
accounted for 38.2 percent, and the individual, pri- 
vate, and “three kinds” enterprises accounted for 13.4 
percent, in retail value of social commodities, the 
enterprises owned by the whole people accounted for 
41.3 percent, the collective enterprises accounted for 
27.9 percent, and joint venture, individual, and pri- 
vate enterprises accounted for 30.8 percent. The rapid 
development of the non-state-owned economy and the 
non-public economy infused new energy into China’s 
economy. 


—Based on the principles of separation of government 
and enterprise and of separation of proprietary rights 
and management rights, the management mechanisms 
of state-owned enterprises are being changed and are 
progressively moving toward the market. Starting with 
smoothing out the relationship between state and 
enterprise, and with the implementation of the enter- 
prise’s right to take the initiative in production and 
management, enterprise reform of various forms has 
been carried out. Ninety-three percent of the indus- 
trial and commercial enterprises under whole-people 
ownership have implemented various forms of the 
contract management responsibility system, and, in 
order to promote the rational combination of impor- 
tant production factors, they have formed a number of 
new-type enterprise groups. For some small and 
medium-sized state-owned enterprises, the practice of 
“rent, transform, or sell’ was instituted. In recent 
years, in order to explore effective forms for imple- 
menting public ownership, new-type enterprise sys- 
tems have been set up, and a large number of enter- 
prises have carried out the reform of instituting varied 
forms of the stock system. By the end of 1992 there 
were more than 3,700 stock enterprises in China: at 
present, 92 of them have been publicly put on the 
Shenzhen and Shanghai stock exchanges. 


—With the market primarily determining prices, the 
commodity markei system, which gives full play to the 
role of market mechanisms, has been initially formed. 
Now, controls on the greater part of commodity prices 
have already been loosened, and the proportion of 
prices fixed by the state is less than 15 plercent of the 
total amount of agricultural products purchased. In 
the ex-factory total sales of industrial consumer goods 
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and means of production, the proportions of state- 
fixed prices are only 10 and 30 percent, respectively. 
At the same time, the stock exchange, foreign 
exchange market, labor market, technology market, 
land market, and other markets for important factors 
are now being swiftly developed. 


—The macroeconomic regulation and control system 
has begun to change from primarily direct administra- 
tive control to making indirect regulation and control 
primary with the comprehensive application of eco- 
nomic and legal measures. The state plan broke away 
from direct controls, such as fixed quotas, apportioned 
investment, mandated projects, and apportioned 
materials; in addition, command planning has been 
greatly reduced. In industrial production, before 1979 
command planning accounted for more than 95 per- 
cent of the entire industrial output value, and now it 
accounts for only 7 percent. The means of production 
under the state’s unified distribution and the one- 
category commodities under planned purchasing have 
also been correspondingly reduced. At the same time, 
the effect of financial policy and monetary policy 1s 
becoming larger and larger. 


With distribution according to work as the main part, a 
social distribution pattern of vanous forms of distribu- 
tion existing side by side is appearing, and a new social 
security system 1s being formed. The policy of encour- 
aging some people to become wealthy by honest work 
before others do so and of appropriately widening the 
income gap has greatly arouused the enthusiasm of 
workers. 


—QOpening up to the outside world has become an 
enormous motive power for promoting domestic 
reform and developing it; and a new pattern of multi- 
level. omnidirectional, multiform,opening up to the 
outside world, in which there ts the progression “spe- 
cial economic zone—coastal and border open cities— 
interior,” has been formed. By the end of 1993, in 
China there were 84,000 registered “three kinds of 
enterprises,” $58.7 billion in contracted investment, 
and $11.2 billion in actual investment. In its foreign 
trade system, China will, in accordance with interna- 
tional practice and GATT regulations, control imports 
and exports in order to meet the requirements for 
expanding economic and technological cooperation 
abroad and for taking part in international market 
competition. Opening up to the outside world is not 
only manifested in attracting foreign capital, what 1s 
more important 1s that it makes reference to foreign 
advanced technology and successful practices, in order 
to accelerate the welding of China’s market to the 
international market. 


The profound changes in economic mechanisms and 
operating mechanisms have brought enormous changes 
to China's social and economic life. Over the 15 years of 
reform, China’s GNP has grown at an annual average 
rate of 9 percent, its overall national strength has 
increased markedly, and the people's standard of living 
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has risen markedly. In addition, people's ideas and 
concepts have been liberated from a long period of 
confinement, and in practice, with the spirit of emanci- 
pating the mind and of seeking truth from facts, there 1s 
constant exploration and a gradual push toward deeper 
involvement in reform. 


Gradual Advance: A Successful Experience 


Under the premise of already making clear the direction 
and goal of reform, the movement and method of reform 
is to gradually move forward, and not to apply ““shock 
treatment” to reach the goal in one bound. In the 
practice of China’s reform, the form that “gradual 
advance” is manifested in is that the reform of the 
system is a process of preceding from point to area, i.e., 
there is a breakthrough at a key point, which then 
evolves and permeates everything. The specific practice 
is to first make experiments at selected points and then 
popularize the results, 1.e., when any reform measure 
appears, first there is an experiment at a certain place or 
a certain enterprise, and after a result is obtained it is 
popularized throughout the country. To this end, the 
state before and after the fact decided on some exper!- 
mental zones for reform and opening up to the outside 
world and on some experimental cities, experimental 
counties, and experimental enterprises for comprehen- 
sive reform or single-item reform, which undertake the 
task of testing each reform. For example, reform first 
begins in the rural areas and then gradually makes the 
transition to cities; first begins with the setting up of 
special economic zones, after which it radiates to the 
coastal region, and then deeply penetrates the interior 
region, first begins with developing the township, indi- 
vidual, privately operated, and “three kinds of enter- 
prise’ economies, and, after strengthening the roles of 
market mechanisms in these domains, causes these roles 
to infiltrate the state-owned economy; and first begins in 
the microeconomic domain, where the right to take the 
initiative in production management is expanded, and 
then promotes reform in the planning, financial, and 
banking macro-domain. This way of pushing forward 
reform by gradual advance and infiltration is a creation 
of the Chinese people, and is also the result of constant 
exploration in practice. 


A typical example of the method of “gradual advance” ts 
price reform. In the past price reform was always a 
difficult problem for some countries, and it was also the 
first difficult problem that we ran into in our reform. The 
Chinese government and economic academic circies 
both saw the importance of price reform, and under- 
stood that price marketization was the premise for the 
full display of the role of market mechanisms and of fair 
competition between enterprises, and for guiding the 
optimum deployment of natural resources. However, at 
the same time they also saw that price reform had to be 
integrated with the cultivation of the mart.et, and that 
price reform was a fast variable while market cultivation 
was a slow variable, and that to demand that a slow 
variable be adapted to a fast variable was to be divorced 
from reality. Price reform requires a necessary financial 
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base in order to meet the need for smoothing out various 
price relations and to ensure that in the process of reform 
the interests of the broad masses were not harmed. Price 
reform is also linked to the charateristics of different 
industries or products; the elastic coefficient of some 
industrial prices is high, and price controls are relaxed it 
will be possible to achieve rapidly a market equilibrium. 
Production in some industries or of some products, first, 
requires a large investment; second, has a long produc- 
tion or contruction period; and third, has higher techno- 
logical requirements, and, after price controls are relaxed 
for a long period of time, there cannot be a market 
equilibrium and thus there is a trend toward inflation. 
Precisely because we recognized these characteristics, in 
our price reform we did not adopt the tactic of relaxing 
controls at one fell swoop, but rather adopted the policy 
of positive safety, and, based on the characteristics of 
different industries and different products, at different 
periods of time put forward some reform measures. Even 
if there are still heavy tasks in China’s price reform, it 
may be affirmed that China’s price reform has made the 
transition to a critical period. 


Why did China’s reform adopt the way of gradual 
advance? The reasons are many-sided. Generally 
speaking, this reform is China’s third revolution, i.e., it 
will make a fundamental change in the economic sys- 
tem’s operating mechanisms. This is an unprecedented 
creative undertaking, and there is no ready-made model 
we can copy, so we can only proceed in an orderly way 
step by step and try to find our way in practice. And the 
deeper reasons have a many-sided basis. 


First, the way of gradual advance has its basis in under- 
standing. Reform is an important matter that affects all 
domains of social life and that touches on every member 
of society, both basically bringing interests to the people 
and adjusting to different degrees the relationships of the 
economy’s specific interests and authority. This means 
that reform must obtain the understanding and support 
of all quarters of society. For a reform measure, partic- 
ularly a measure that adjusts the structure of interests, 
there must be a process of gaining society's under- 
standing. Therfore, before comprehensively promoting a 
measure, there must first be an experiment, and when it 
gradually becomes understood by people it can become a 
conscious action of theirs. Otherwise, in the course of 
reform there will be numerous difficulties, and contra- 
dictions will be intensified, causing all previous efforts to 
be wasted. 


Second, the way of gradual advance has a logical basis in 
the system. All links in the economic system are closely 
connected, both requiring coordination and forming 
complete sets, and the accurate selection of breakthrough 
points, and then the uncoupling of one link at a time, and 
in the end untying “fast knots.” Looking at China’s 
experience, we see that reform often does not start from 
the most critical, most difficult place, but rather the 
breakthrough 1s made at the place where there is a large 
probability for success and where it is easy to solve 
technical problems. For example, in enterprise reform, 
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the reform of state-owned large and medium-sized enter- 
prises is extremely important, but it 1s very difficult. The 
reform begins with expanding the right of enterprises to 
act on their own initiative, and at the same time it 
vigorously develops the non-state-owned economy, 
forming Outside the state-owned economy a competitive 
“colony,” which puts pressure on the state-owned 
economy, proomoting the reform of the state-owned 
economy. It is very dif{cult to imagine that a process of 
reform without this kind of gradual advance would find 
a path to pass through into the state-owned economy. 


Third, the way of gradual advance is determined by 
China’s complex national condition. China’s basic 
national condition is a large population, a vast area, and 
an unbalanced economic development, the level of eco- 
nomic development in all places 1s uneven, and there are 
also differences in them in the conditions and basis for 
reform. This determines that reform in each place 
cannot “quick march,” and that it should be recognized 
that in some places reform will go somewhat faster while 
in other places 1t will go somewhat slower. This kind of 
unbalanced reform, in reality, is a process of conforming 
to nature and developing by gradual advance. 


Fourth, the way of gradual advance is also a political 
requirement. China’s reform needs a stable political 
and social environment; a radical way of reform would 
be bound to go beyond the capability of society to bear 
it, causing shocks in society that in the end would harm 
the reform. China is a large country with a population 
of more than 1.2 billion, and obtaining stability is an 
overriding task that must be done. Therefore, the 
selection of the way of reform must proceed from the 
question of whether it is advantageous to promoting 
social stability. 


New Starting Point of Reform: Establishment of the 
New System of a Socialist Market Economy 


China has already decided that the goal of reform ts the 
establishment of the system of socialist market economy. 
Without the slightest doubt, this 1s a continuation and 
development of the past 15-year ‘“‘market orientation” 
reform, but it also has pushed China’s reform to a higher 
stage. To establish the system of socialist market 
economy there must be formed the inherent unity of 
public ownership and market economy; under the state’s 
active, effective macro-regulation and control, the 
market mechanisms play a fundamental role in the 
disposition of natural resources, and are able to bring 
about an economic system that combines a high standard 
of efficiency with a high standard of fairness. 


To establisn the system of socialist market economy, first 
of all we must boldly assimilate and use for reference the 
successful experiences in the practice of foreign market 
economies, abiding by the laws of modern economics. 
This is mainly a case of all commodities and important 
production factors going on the market, and, in the 
disposition of natural resources, the market mechanisms 
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play a fundamental role. By making clear the relation- 
ship of property rights and making pluralistic the main 
part of interests, the enterprise will truly become a 
corporate entity that operates on its own and that is 
responsible for its own profits and losses, and the main 
part of market competition. Mainly through economic 
measures, the government will indirectly regulate and 
control economic activity; and the unified, open 
domestic market, with the organic “joints” of the inter- 
national market, and in accordance with the current 
international criteria and practice, will carry out eco- 
nomic activity. The socialist market economy must be an 
integration of public ownership and the market 
economy, public ownership must adopt basic forms that 
meet the demands of the market economy and that are 
achieved through the market economy system. China’s 
basic national condition also determines that, in the 
market economy, the component parts of the economy 
are diversified and include state, collective, private, and 
foreign venture ownership. With public ownership pri- 
mary, the diversified forms of ownership will coexist for 
a long time, jointly develop, and compete on an equal 
basis. Following the development of the market 
economy, there will be an interpenetration of different 
Owners properties, more and more mixed ownerships 
forms will appear, and the specific forms of public 
ownership will be diversified. 


Establishing the system of socialist market economy 1s a 
piece of complex systems engineering. The main frame 
of this system has the following aspects: 


—Establishment of a modern enterprise system with 
distinct property rights, initiative in operation, 
responsibility for profits and losses, and competition 
on an equal basis. Enterprises of all types are not 
divided by form of ownership. They are all formed 
legally and recorded in registers, and they have the 
authority to have real ownership and use of property 
and to legally dispose of property. For the reform of 
state-owned enterprises, we must start with smoothing 
out the relationships of property rights and carrying 
out the industrial transformation of enterprises in 
competitive industries, so that they mainly become 
different types of stockholding companies, for 
example limited-liability companies or joint-stock 
limited companies. At the same time, based on market 
economy laws and the characteristics of different 
industrial sectors, under the premise of ensuring the 
increase in value of state-owned property, we must 
vigorously take the initiative to readjust the industrial 
distribution structure of state-owned property 


—Establishment of a modern market system in which 
the market regulations are sound, the organization 1s 
complete, and the main part’s behavior is normal. 
Controls on the prices of the great majority of com- 
modities and important production factors are to be 
relaxed, forming a mechanism for deciding prices with 
the market as primary. This enta.ls formation of an 
integrated system of markets for commodities and 
markets for important production factors; elimination 
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of industrial monopolies, regional blockades, and 
sector divisions, and formation of a unified, open 
market structure in which there are diversified eco- 
nomic components, diversified economic forms, and 
multichannels for circulation, and in which domestic 
and foreign trade are balance, domestic and interna- 
tional markets are linked. The focus of the current 
Stage in market construction are opening up the 
market for important production factors, smoothing 
out the prices for important production factors, and 
ending the “double-track system” in important 
production factors. 


—Establishment of macroeconomic control and indirect 
regulation and control system in which the goal of 
balance in total volume and optimum structure of the 
economy 1s promoted, and in which economic policies 
and economic levers are the main measures; and the 
corresponding establihsment of a crack, highly effi- 
cient economic regulation and control organizational 
structure, in which the structure is rational and the 
duties are clear, and which meets the demands of the 
market economy. Now, the changes in government 
functions and the establishment of a macro regulation 
and control system have been seriously delayed, a 
situation that has become a serious restraining factor 
in the construction of the system of socialist market 
economy; and we must be determined to make break- 
throughs in these respects. In the reform’s advanced © 
system of financial payment in which payment is 
made partly in kind and partly in cash, on the basis of 
a clear demarcation between central and local rights, 
the standard divided-tax system is to be practiced. 
There is to be an acceleration of the reform of the 
banking system by perfecting the central banks’ 
macro-regulation and control mechanisms, and by 
making an effort to promote the business-like trans- 
formation of the commercial banks. There is to be an 
acceleration of the setting up, with the enterprise 
taking the initiative in investment as the main part, 
of an investment system that practices management 
by category. 


—Establishment of a social security system in which 
social insurance for unemployment, for old age, and 
for medical treatment is the main part. The new-type 
social security system must integrate social security 
mechanisms and stimulus mechanisms. Currently, the 
focus must be on getting a tight grip on establishing a 
national unified organizational structure for social 
security management, on formulating a unified policy, 
and on enhancing management and supervision. 
There will be separation of government affairs, 
entailing the setting up of a nonadministrative orga- 
nization for managing social insurance, and for legally 
engaging in raising, using, maintaining and increasing 
the value of the social security fund in order to reduce 
erosion and waste in the fund. 


Establishing the system of socialist market economy 1s a 
formidable task. In general, China’s reform still can only 
gradually advance in order, and step by step make the 
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transition to this system and it cannot engage in ‘‘shock 
treatment.’’ However, this does not exclude the fact that 
reform at certain times and under certain conditions, or 
reform in certain regions can progress more quickly or to 
a greater degree. It should be seen that “breakthroughs 
from point to area’ were not very different and that at 
present reform has entered the historical stage of ‘‘storm- 
ing fortifications.”” We must be determined to break 
through the contradictions on some deeper levels; if we 
are not decisive the losses could be larger. Therefore, the 
point at which “to storm the fortifications” must be 
accurately selected, an advantageous and opportune 
time must be selected, action must be adroitly guided 
according to circumstances, some major reform mea- 
sures must be pushed forward, and the transition to the 
system of socialist market economy must be accelerated. 


Official on 1993 Economy, Emphasis for 1994 


94CE04284 Beijing JINGJI TONGXUN [ECONOMIC 
WORK NEWSLETTER] in Chinese No 4, 
28 Feb 94 pp 6-7 


[Article by Li Zhiming (2621 1807 2494): “Comrade Shi 
Wanpeng (4258 8001 7720) Talks About the Current 
Economic Situation and Key Points of Work”’] 


[Text] Recently, the State Economic and Trade Commis- 
sion’s Deputy Chairman Comrade Shi Wanpeng was 
visited and interviewed by this publication and talked 
about the current economic situation. 


Shi Wanpeng believes that in 1993 the overall movement 
of the economy was in a good direction, and this was 
primarily manifested in the following: 


Industrial production grew rapidly. In 1993 for the 
country as a whole the village level and above village 
level total industrial output value was 3.5074 trillion 
yuan, an increase of 23.6 percent in comparison to the 
previous year, was greatest increase in the 15-year period 
since reform and opening. Of this _ tal, the increase for 
state-owned industry was 8.9 p cent, light industry 
increased 22.3 percent, and heavy industry was up 24.8 
percent. In addition, there was a new increase in produc- 
tion of a set of major industrial products related to the 
national economy and the people’s 1: elihood. 


Industrial product sales were brisk, and the production 
and marketing rate increased. For the year as a whole, 
the industrial product marketing rate reached 96.4 per- 
cent, an increase of 0.9 percent over the previous year. 
The industrial product marketing rate from November 
on showed a marked acceleration, and in December the 
production and marketing rate reached 109.86 percent. 


Urban and rural markets were thriving and active. For 
the year as a whole, the total retail value of commodities 
in the society increased by 23.6 percent, and in 
December the increase was 35.3 percent. Rural markets 
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rose relatively quickly, and the difference in the expan- 
sion of rural and urban markets for the first half of the 
year of 10.4 percent dropped for the year as a whole to 
6.4 percent. 


The situation involving a shortage of enterprise funds 
was ameliorated. From September 1993 on, the indus- 
trial operating funds and loans showed a marked 
increase. From September to December the total new 
increase in industrial operating funds and loans reached 
97.5 billion yuan, while for the whole year the new 
increases in the industrial operating funds and loans 
reached 139.8 billion yuan. 


Grain market prices have basically been controlled. At 
the end of last year, a situation of price rises emerged in 
some areas in the grain market. The State Council in a 
timely manner took measures involving the utilization of 
state grain reserves to stabilize prices, and at present 
grain market prices have basically been controlled. 


In talking about the trends of current economic move- 
ment, Comrade Shi believes that due to some new 
conditions that have emerged since ist November, the 
current economic environment is not hospitable. This is 
primarily manifested in: 


The market price situation is grim, though trends for 
reversing this are gaining strength. In 1993, the retail 
price inflation in the society as a whole from March on 
doubled, and for the year as a whole was predicted to 
increase roughly 13 percent. City and rural prices had the 
same level of increase, and the rural price expansion for 
the year as a whole was predicted to reached 12.5 
percent; household living expense price expansion 
reached 14.5 percent, among which for 35 big cities the 
increase reached 19.6 percent. 


The scale of fixed capital investment was too large, and 
had an irrational structure. In 1993, fixed capital invest- 
ment was able to reach 1.2 trillion yuan, of which 
state-owned units investment increased more than 60 
percent; the total scale of investment involving projects 
under construction totalled 3.3 trillion yuan, a four fold 
increased over the previous year, and the proportion of 
closing year end unfinished projects reached 57.6 per- 
cent. The investment structure was not rational to a great 
extent, and the proportion of investment in basic 
industry dropped from the first half of the year, at 42.9 
percent, down to 36.9 percent, while the proportion of 
extended investment increased from 34.1 percent to 38.6 
percent, there was a high level of consumption, and a 
great number of leading consumption projects. 


Industrial production for December of last year 
increased at an above normal rate. That month, the 
national village and above village level industrial pro- 
duction from the high base level of 32.2 percent of the 
same month the previous year increased by 29.8 percent, 
or the second highest rate of growth after the 30.2 
percent increase of June, while the monthly chain index 
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increase reached 18.2 percent, a more than 10 percentage 
point increase over the normal annual increase. This 
above normal increase could give new life to the 
contradiction of the shortage of funds. 


Increases in mutual arrears among enterprises. 
According to Industrial Bank statistics for 40,000 enter- 
prises, at the end of November 1993, debt owed funds 
were 341.2 billion yuan, an increase from earlier in the 
year of 178.7 billion yuan; while credit funds were 289.8 
billion yuan, an increase of 70.5 billion yuan from early 
in the year. 


The import of some major commodities exceeds plan- 
ning by a considerable degree. Among the most promi- 
nent of these are steel products, and petroleum products, 
while car imports also exceed planned targets by a 
substantial margin. 


Rail transport is still constrained. In 1993, the volume of 
goods transported by railroad was 1.567 billion tons, 
only a 2.9 increase from the previous year. In 1994, the 
shortage situation for the volume of goods transported 
by rail will not markedly improve, particularly due to the 
spring transport time delays, which will have a major 
impact on the transport of goods by rail. 


When it comes to the new situation currently emerging 
for the movement of the economy, Comrade Shi believes 
that it is necessary to treat controlling the scale of fixed 
capital investment and price increases as the major tasks 
to grapple with, and continue to strengthen and improve 
macro adjustment, while steadily realizing an increase in 
the people’s economy in the process of readjustment. 


1. Strengthen guidance towards citizens’ psychological 
expectations and social consumption. It is necessary to 
gradually deepen dissemination of the contents of 
reforms dealing with foreign currency and the tax 
system. and strengthen guidance of the media, actively 
launch some directed propaganda, to increase the under- 
standing of reform of enterprises and broad numbers of 
people, remove doubts, and avoid blind action. 


2. Strict control and active guidance of fixed capital 
investments. When it comes to investment it is necessary 
to strictly achieve planning sufficient funding, and not 
leave gaps. First, there is strict control of new launching 
of construction projects; second, this involves not per- 
mitting the use of operating funds for loans to make 
investments; third, this involves the fact that new con- 
struction projects must plan for a sufficient cushion in 
operating funds, and those that are insufficient should 
not be permitted to start work; fourth, this involves the 
need to devise a way to fill the gap in funds for newly 
completed and operating projects in 1993-1994; fifth, 
this involves directing investment and effectively 
guiding it towards increasing the society’s supply, and 
improving the production structure. This is the key to 
having the new macro regulation obtain new results. 


3. In accordance with market conditions, at present it is 
necessary to increase the national special reserves of 
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products such as grains, edible oils, meats, sugar, and 
cotton, and for existing reserve stores to conduct an 
inventory and checks to find out what resources are 
available, and make accounts of materials tally up. 


4. Strengthen management of the import and export of 
primary commodities. It is necessary as rapidly as possible 
to investigate and promote measures for increasing product 
exports, and at the same time it is necessary to properly 
handle import regulations for major commodities and 
goods and materials, such as steel products, cil, and cars. 


5. Serious financial policies and strengthening of finan- 
cial management. When it comes to the issue of mutual 
debt between enterprises, it is recommended that some 
provinces and cities or industry be chosen for deepening 
of investigation and finding out about the situation, and 
researching methods for resolving issues, and preventing 
the recurrence of prolonged debt. 


Comrade Shi Wanpeng stressed that this year is a year 
when the degree of strength of the implementation of 
various reform measures will be comparatively large, and 
properly handling the immediate macro regulation, 
improving the production structure, and increasing the 
society’s effective supply are the key to smoothly imple- 
menting the policy of “grasping opportunity, deepening 
reform, promoting development, and maintaining stabil- 
ity,” and should draw the sufficient attention of govern- 
ment at all levels and of responsible economic departments. 


At the conclusion of the interview, Comrade Shi 
expressed his hope that the “Economic Work Newslet- 
ter’’ would progressively develop its characteristics such 
as its broad readership, large volume of policy informa- 
tion, and its high level of authoritativeness, while prop- 
erly handling its propaganda work in the economic field, 
truly becoming an intimate friend of enterprises and 
responsible economic departments at all levels. 


Case Study of Enterprise Ownership Reform 


94CE0423A Beijing JINGJI YU GUANGLI YANJIU 
[RESEARCH ON ECONOMICS AND 
MANAGEMENT] in Chinese No 1, 

8 Feb 94 pp 57-58, 31 


[Article under general heading ‘““Mayor’s (County Mag- 
istrate’s) Forum” by Jia Tianzeng (6328 1131 1073), 
mayor of Xiangfan City, Hubei Province: “A Realistic 
Choice in the Reform of Enterprise Ownership: From 
Simple to Complex, Pushing Forward in a Scheduled, 
Classified Progression’’—responsible editor Chen 
Bingzhen (7115 3521 3791)] 


[Text] Reform of the enterprise ownership system is an 
extremely arduous and complex piece of systems engi- 
neering, and at present the development in depth of this 
reform is meeting up with difficulties of considerable 
dimensions in theoretical as well as in practical respects. 
The crux of the problem is that an all-round solution 
cannot possibly be achieved overnight as long as certain 
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related complementary conditions (including establish- 
ment of the market system, shifts in the functions of 
government, and transformations in the political organi- 
zation) remain in their imperfect state. The shareholding 
system is a promising way of straightening out the 
ownership relations, but looking at trials conducted in 
that respect we see that this method still could not find 
acceptance by many state-owned enterprises for a variety 
of reasons. Faced with this reality, it seems there 1s 
nothing that can be done and no way out, and changing 
the enterprise character 1s certainly also not a desirable 
alternative. Past experiences in the reform of state- 
owned enterprises are telling us that realization that 
whatever the reform objectives are, they always require a 
continuous progression, from low level to high level, 
from point to area, from shallow to deep, and a progres- 
sive move from quantitative change to qualitative 
change. One prescription cannot cure a hundred sick- 
nesses, launching an attack on the entire front at once 
will not necessarily bring success. Reform of the owner- 
ship system of state-owned enterprises must also adapt 
to the new peculiarities of the transitional period, the 
move from planned economy to market economy, and 
must foster a work mentality that is geared to the actual 
circumstances. Last year, we adopted a method of fitting 
measures to the particular factory in question, ‘“‘one 
plant, one method,” gradually advancing in good order, 
implementing in a scheduled, classified progression, and 
as result had the reform of the ownership system of 
state-owned enterprises take a new great leap forward 
from quantitative change to qualitative change. 


Speaking of the Entire City: Implementing in a 
Scheduled, Classified Progression, From Quantitative 
Change With a Multiplicity of Forms to Qualitative 
Change With Concentration on a “Shift in System” ai 
a “Shift in Mechanism” 


Because character and production conditions are dif- 
ferent for each state-owned enterprise, we have to differ- 
entiate in the choice of forms by which to straighten out 
ownership relations. 


1. Enterprises which operate in conformity with the 
industrial policy and which belong to those with good 
competitive character and vitality, should institute the 
business and managerial forms of companies limited by 
shares or of limited-liability companies. Up to the end of 
September of last year, 39 enterprises throughout the city 
have on tral shifted to the shareholding system. Their 
total capital is 459 million yuan, of which 241 million, 
i.e. 45.6 percent, are state-owned shares; 187 million 
yuan, i.e. 40.7 percent, are corporate shares; and 58.28 
million yuan shares, i.e. 12.7 percent, are owned by 
private individuals. Within the category of limited- 
liability enterprises, 14 are companies limited by shares 
and 25 are limited-liability companies. 


Enterprises not ready to reform their system throughout 
the entire factory may select one superior shop, one 
superior product, or one superior item and transform 
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that part of the operations into a limited-liability 
company. This form has a high degree of adaptability: 


First, being outstanding for their “three superiors,” these 
enterprises have bright prospects in their development. 
They are apt to arouse enthusiasm among its share- 
holders, be they the enterprise, corporate bodies, or staff 
and workers. They are capable of raising capital within a 
short time and of alleviating the adverse effect of 
retrenchments in capital funds. The generating unit at 
the Nanhe Power Station in Gucheng City was old 
equipment manufactured in 1973, its insulation had 
deteriorated and urgently needed renovation, but that 
was long delayed because of a shortage of funds. Early 
the year before last, the provincial and city sectors in 
charge of electric energy and the Nanhe Power Station 
put up 2.5 million yuan each, organized the Xiangtai 
Water and Power Development Co., Ltd. and this 
enabled the project to be carried out expeditiously. 


Second, the form is flexible and the procedure for 
examination and approval is simple and convenient. 


Third, the form is beneficial in allowing enterprises to 
rid themselves of the burden of old concepts and to enter 
the fray unencumbered. The Xiangfan Knitting Mill No 
4 had been operating with painstaking effort for many 
years and until today has been bearing a heavy load of 
old encumbrances. However, the mill’s bleaching and 
dyeing shop used superior technology, and its products 
enjoyed a high reputation. They decided to convert this 
shop into an enterprise on the shareholding system; they 
increased its capital by the issue of 600,000 yuan new 
shares, and expanded the scale of its production. They 
raised annual capacity from 100 tons to as high as 1,500 
tons, and productivity was also greatly improved. 


Fourth, the form can help accelerate technological trans- 
formation of enterprises and can rapidly form new 
production lines. For the synthetic electric insulators 
manufactured by the Xiangfan Electric Power Equip- 
ment Co., Ltd. market demand exceeded supply. The 
company raised 888,000 yuan capital and increased its 
capacity 2.2-fold, compared to the preceding year. 
During the period from January to August 1993, it 
achieved an output value that was 42.8 percent above 
that of the preceding year, while sales income increased 
59 percent, with benefits also increasing at a large 
margin. 


2. In enterprises with great potential vitality, there has to 
be first a reform of all internal component parts in order 
to gradually activate their potential, thereafter transfor- 
mation to shareholding system may be instituted. 


First, transformation of the cadre system, instituting a 
mobile management mechanism that would allow 
moving cadres up or down. The 350 industrial and 
communications enterprises of the city have instituted 
the system of inviting applications and selecting for 
employment all plant-level cadres and mid-level cadres, 
and have also initiated simplifications of the adminis- 
trative structure. 
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Second, transformation of the system of employing 
workers, establishing a mechanism for labor composi- 
tion on the principle of survival of the fittest. There were 
200 enterprises that instituted a move toward optimal 
labor composition. Out of the 46,654 staff and workers 
that participated, 5,173, i.e. 11 percent, lost their 
positions. 


Third, transformation of the distribution system, 
forming an encouragement mechanism on the principle 
of income distributed according to contribution. 
Throughout the city over 90 percent of the industrial 
enterprises have linked staff and workers’ income to 
economic returns. Of these, 49.9 percent pay wages by 
the piecework or over-quota piece work system, 17.9 
percent according to contracted quantities, 15.7 percent 
on an internal contractual basis, and !6.7 percent 
pay structural and positional wages [jiegou gongzi ji 
gangwei gongzi 4814 2845 1562 6327 0644 1511 0143 
1562 6327]. 


3. In the case of some enterprises that are well-known in 
the international market, a method of a kind of “grafting 
on” of foreign capital is adopted, turning them into joint 
ventures. Throughout the city, 70 enterprises have 
joined up with foreign capital, constituting a total invest- 
ment of $68,668,000. Whole industries, as the textile, 
electronics, and light industries have begun to move in 
the direction of joint ventures. For these kinds of enter- 
prises, the method applied is based on an appraisal of 
and agreement on the assets, allowing the state to con- 
tinue ownership with regard to the state’s due propor- 
tion, but completely changing the business methods to 
those of the foreign-funded enterprises. Instituting joint 
venture operations has not only brought in advanced and 
highly efficient management methods of foreign- 
invested enterprises and operational mechanisms, and 
thus promoted development of a export-oriented 
economy, but in addition also solved the problem of 
financial difficulties. 


4. In the case of the large number of medium and 
small-sized state-owned enterprises 0: partly state- 
owned assets, they are to be changed by concluding 
contracts with a fixed time limit through risk security 
[fengxian diya 7364 7145 2107 2131] or collective man- 
agement to “state-owned and community-run,” and 
‘““public-owned and privately run” status. Throughout 
the entire financial and commercial system of the city, 
2,660 small shops are already in communal or individual 
operations. They make up 54.6 percent of all the small 
shops and have a recoverable capital of over 18 million 
yuan. There are already 14 enterprises of the industrial 
and communications systems, of which 29 internal units, 
through the method of leasing, have turned into com- 
munal or private operations, and of these, 25 have now 
already been able to turn an unprofitable into a profit- 
able situation. The fine chemicals branch establishment 
of the city’s nitrogenous fertilizer plant was unable to 
bring its superior qualities into play because responsi- 
bility, authority, and interests had not been clearly 
defined, and internal distribution was by the “eating 
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from the big communal pot” method. Early year before 
last, the main plant leased the branch establishment to be 
operated by its own staff and workers, and, during the 
period from January to August, large increases as com- 
pared with the preceding year were achieved in output 
value, sales income, and in profits and taxes. In addition 
to fulfilling its obligation as to what has to be turned over 
to higher authority, they made a profit of 160,000 yuan. 
The secret of achieving these excellent results by the 
“state-owned and community-run, public-owned and 
individually managed” method 1s: 


1) The lessee has by contract full decision-making 
authority as to production and business operations; 2) 
the lessee has put up capital as security and accepted a 
limited responsibility for operations, and the responsi- 
bility, authority, and interests relations are clear and 
definite; 3) staff and workers are exposed to competition 
at their workplaces, their income depends on their 
contribution, there being no “large pot’’ to eat from. 


Reduced to one point, the enterprises have in these cases 
the flexible operational mechanism of community-run or 
individually managed enterprises. 


5. Enterprises that are hopelessly unprofitable are first to 
be declared bankrupt, and will then, through mergers or 
other methods, have their assets again leased out or be 
completely reorganized. The city has had 91 pairs 
(groups) with 193 industrial enterprises reorganized by 
combining, recovering 102 million yuan of ‘“‘sedimental 
funds” of enterprises in bad shape, finding places for 
11,154 unemployed personnel, and redeploying |32 mil- 
lion yuan of fixed assets. At the same time the city 
organized 12 enterprise conglomerates in the areas of 
health service and medicines, tobacco processing 
machinery, bearings, motorcars, earthenware and porce- 
lain, electronics, long siphon numeric controls, and 
machinery. Because of better composition of key ele- 
ments of production, savings were achieved in some 
enterprises in investments for technological transforma- 
tions, and in some cases the period of transformation 
was reduced and profits were earned ahead of time. 


Speaking of the Enterprises: Breakthroughs From 
Certain Points, Partial Revitalization Brings About 
Complete Revitalization 


1. Multiple systems in one plant. Throughout the city, 
there are 77 shops (branch establishments) of 57 enter- 
prises that practice “‘special zones within the plant,” and 
they have introduced market mechanism in the “‘special 
zones” ahead of other sectors. Main forms are: sec- 
ondary corporate bodies within the plant, analogous 
secondary corporate bodies, internal leasing, manage- 
ment in emulation of the foreign-funded enterprises, 
collective contracting, and using shifts within the plant 
of investment capital and labor services for the 
settlement of accounts according to market value. 
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2. System of splitting up the plant. Having shops change 
from singular production types to a production type that 
combines production, supply of materials, and mar- 
keting in one unit. At the same time, establishing within 
the plant business companies, having the departments 
and offices of the production service types change into 
economic entities oriented toward market and opening 
up for business. Transforming the entire plant, high and 
low, left and right, into relationships that buy and sell 
among each other, conduct commodity exchanges on the 
basis of equality and mutual benefit, and conduct all 
business according to the law of economics and the law 
of value through signing business contracts and agree- 
ments. For instance, the Longzhong Cement Company 
of this city conducts buying and selling in connection 
with the conversion of materials and with regard to its 
semifinished products. That means, the supply sector 
“sells” the coal and power, which it has purchased back, 
to the energy management sector, and the energy man- 
agement sector again “sells” it to the production and 
livelihood sectors. The internal bank handles settlement 
procedure for these transfers. If there is a loss, the energy 
management sector is responsible to compensate. In this 
way a close connection is established between the quality 
of materials management and the very personal interests 
of staff and workers of the management sectors, and as a 
consequence material wastage and loss has been greatly 
reduced. The production shop sells the products of the 
higher stage of the manufacturing process to the lower 
stage of the manufacturing process. there will be high 
quality and favorable prices, and the principle of 
claiming compensations will be firmly maintained. If the 
quality of the product of the higher stage of the manu- 
facturing process adversely affects quality or quantity of 
the lower stage of the manufacturing process, the lower 
stage of the manufacturing process has the right to claim 
compensation from the higher stage of the manufac- 
turing process. These relations of “‘purchasing and sell- 
ing” and the principle of possibly claiming compensa- 
tion compels each stage in the manufacturing process to 
enhance management and to produce at the lowest cost 
products of the highest quality, to ensure profits for its 
own stage of the manufacturing process. During the 
period from January to September of last year, costs at 
this plant were far below the rate at which commodity 
prices had risen, ensuring higher economic benefits for 
the enterprise. 


3. Redistributing the fixed assets and liquid assets of the 
main plant against remuneration among the branch 
establishments (workshops) and business companies, 
creating a dual-level contractual framework, namely 
having the main plant contract from the government and 
having the branch establishments and business compa- 
nies again contract trom the main plant. For instance, 
the main plant of the Hubei Friction Seal [moca mifeng 
2302 2361 1378 1409] Materials Factory, in view of the 
diverse state of production and business operations in 
the various units inside the plant, instituted coexisting 
contractual operations of different types. In the case of 
the rubber plate manufacturing shop, whose products 
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were not selling well, it instituted profit-first contracting, 
strictly guaranteeing the base figure of profits to be 
turned over, overcharged brackets and shares, excess 
receipts to be split up proportionately, deficiencies in 
receipts to be made up out of salaries and wages. In the 
case of the brake material manufacturing shop whose 
products were selling well it instituted quantity-first unit 
product quantity wages, bonus and other expenditures 
inclusive contracting; in the case of branches that man- 
ufacture at a loss policy-related products, it instituted 
contracting for quota reduction of losses; in the case of 
supply of materials and marketing units that are to a 
certain degree of an independent nature, it adopted 
different forms of contracting for reduction of pur- 
chasing costs and certain sales expenditures. As a result 
it fully aroused production and business enthusiasm 
among all sectors of the entire plant. 


In sum, by advancing from point to area, from shallow to 
deep, by pushing on in a scheduled, classified progres- 
sion, a breakthrough was achieved in overcoming the 
various difficulties of in depth transformation of enter- 
prises, and excellent success was accomplished in 
moving from quantitative to qualitative change. During 
the first nine months of 1993, the entire city achieved an 
36.08 percent increase in industrial output value, com- 
pared to the preceding year. Involved in this increase 
were 114 state-owned large and medium-type enter- 
prises, whose increases were of a 54.14 percent magni- 
tude. higher by 18.06 percentage point over the figure for 
the city as a whole. They achieved an increase of 51.94 
percent in sales, compared with the preceding year, 
higher by 14.49 percentage points over the figure for the 
city as a whole. Enterprise profits had also increased to 
varying degrees, as compared with the figures for the 
corresponding period in the preceding year. 


FINANCE, BANKING 


Impact of GATT Membership on Banking 
Industry 

94CE0388A Beijing GUOJI MAOYI WENTI 
[INTERNATIONAL TRADE JOURNAL] in Chinese 
No 134, 17 Feb 94 pp 46-48, 24 


[Article by Han Jiyun (7281 4949 0061) of the People’s 
Bank of China’s Lianyungang Branch.: “An Analysis of 
the Impact of China’s ‘Return To GATT’ On the 
Banking Industry.” The first paragraph in italics is a 
source-supplied note. ] 


[Text] “Return to GATT” will also have a positive impact 
on China's banking industry and economic development. 
For example, it will increase the foreign fund utilization 
channels, enhance the industry’s sense of competition, 
and will raise the technological and management stan- 
dards. It will also promote the thorough reform of the 


financial system and the internationalization and mar- 


ketization of China’s financial system. However, we will 
not deal with those aspects in this article. 


The day of China’s recovering its status as a GATT 
signatory is drawing closer and closer. When that day 
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comes, according to the “market admission” principle, 
China’s banking industry will face serious challenges 
from foreign banks, especially banks from the developed 
nations. This article is an attempt to analyze this issue 
and to suggest some solutions. 


I. Specific Impact of “Returning To GATT™ on China's 
Banking Industry 


The “return to GATT” will have the following major 
impact on China’s banking industry: 


1. Jt will diminish the regulation and control functions of 
China's monetary policy. 


The main goal of China’s monetary policy is to stabilize 
prices and promote economic growth. The central bank’s 
tools for implementing the monetary policy include 
deposit reserves, discounting and rediscounting, lending 
and relending, total credit loan control, and administra- 
tive measures. Since reform and opening up, and 
depending on the needs of economic development at 
different times, China has utilized the above monctary 
policy tools to continuously regulate and control the 
amount of currency input in order to maintain basic 
balance between currency circulation and industrial and 
agricultural productions and commodity circulation. 
Currently, China’s product prices are basically stable 
and the economy is growing at a fairly rapid rate. This 
proves that our monetary policy 1s basically sound and 
can function to regulate and control the economy. But in 
the wake of the opening up of China’s banking industry, 
some trans-national banks will move in, and because of 
their presence, when we try to implement a tight mone- 
tary policy, some of them may continue to obtain funds 
from their overseas branches and continue to make loans 
to their customers. Their business will not be affected by, 
but may even jeopardize, our tight money policy, and 
consequently we will not be able to effectively utilize our 
monetary policy’s regulatory mechanisms to control the 
economy. In this sense. it will greatly diminish the 
effectiveness of our familiar traditional monetary mech- 
anism where the central bank’s tightening of the money 
supply will always lead to the contraction of the domestic 
economy. This no doubt will be a serious challenge to 
our traditional financial system. 


2. It will make the implementation of China's credit 
policy even more difficult. 


The principle behind China’s credit fund management is 
centra! planning, allocation of funds, actual loans based 
on actual deposits, and ease of interbank lending and 
borrowing. The emphasis of a credit loan policy built on 
these premises 1s to maintain volume and structural 
balance. The goal is to promote the benign fund cycle 
and improve economic efficiency in all sectors and 
departments. Volume balance refers to the compatibility 
between currency issuance and industrial and agricul- 
tural production and product circulation. Structural bal- 
ance refers to guaranteeing the funds needed by the 
state’s key industries and cutting back on funds necded 
by ordinary trades and businesses. Currently, China’s 
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specialized banks’ total credit 1s balanced and allocated 
centrally at the People’s Bank headquarters. This policy 
lends support to the realization of our macroeconomic 
development goals and structural goals. It gives expres- 
sion to the country’s sc called preferential development 
policy, which is a structurally biased policy that supports 
certain industries and restricts others. This approach 
may to some extent limit the specialized banks’ auto- 
mony and flexibility, but for a country that has scarce 
funds and is structurally unbalanced, it is a necessity. 
But foreign-funded banks have a very different 
approach. They adopt the usual international loan per- 
centages and risk management methods. Their loan 
percentage is based on the amount of deposits and 
capital fund and is not controlled or constrained by 
volume and structural balance. That is to say, their credit 
policy is very liberalized. Therefore, how to coordinate 
the differences between international practices and 
China’s own credit structure policy is another problem 
China’s banking industry will be facing. 


3. China’s existing foreign exchange control system will 


face serious challenges. 


China adopts a tight foreign exchange control policy. 
The guiding principle of our exchange control is to 
“centralized control and unify management.” Based on 
this principle, the state exchange control department has 
promulgated a series of very strict exchange control 
policy and laws and regulations, but to meet the needs of 
reform and opening up, the department has begun to 
reform and adjust the exchange control system and ease 
control somewhat. For example, we have implemented a 
managed, variable exchange rate system; set up a foreign 
exchange regulation market; and gradually eased the 
administrative control of foreign exchange revenue and 
expenditure and exchange remittances to and from the 
country. In particular, beginning on | January of this 
year, the state has adopted a managed, variable RMB 
exchange rate that is based on market supply and 
demand. It was a major move in the restructuring of the 
foreign exchange system and even for the restructuring 
of the entire financial system. But under the new system, 
administrative-type foreign exchange control measures 
still play a very important role, and the entrance of 
foreign-funded banks no doubt will pose a challenge to 
the current foreign exchange management system. 
Therefore, we must continue to pursue in-depth reform 
of the existing foreign exchange management system to 
meet the needs of the opening up of China’s banking 
industry and international practices. 


4. China’s finanical institutions will face intense compe- 
tition. 


Since the 1980°s, competition in the international 
banking industry has been intense. The developed 
nations utilize their fund and technological advantages 
to take and maintain their lead. It can be expected that in 
the future, most foreign-funded banks that come to 
China will be financial institutions from the developed 
nations and regions. They not only have substantial 
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financial strength and advanced technological means 
and management methods, but they also have abundant 
knowledge about and experience in international market 
competition. And if we look at our own banks, our loan 
funds are controlled by the state’s credit policy, we are 
behind in technological and management skills, and our 
services lack quality. We will be no match for the forcign 
banks, and we will inevitably lose as we try to compete 
for business. This situation has already happened in 
Shenzhen and Xiamer and other SEZs. Because our 
financial institutions lack initiative and versatility, and 
their services lack quality, many businesses have alrvady 
been taken away by the foreign-funded or Sino-foreign 
joint venture banks. Take foreign exchange settlement 
for example. We have already lost a lot of business there, 
which is very worrisome. 


5. It will make the management of the financial institu- 
tions more difficult. 


Exercising administrative control over the financial 
institutions is an important part of the central bank’s 
function as a “government bank.” Today, the control 
and supervision of China’s financial institutions extend 
mainly to the following: The scope of business activities, 
assets and liabilities, credit forms and tools, fund settle- 
ment, interest rates, cash input and withdrawal, trust 
investment, financial market, and foreign exchange busi- 
nesses. Yet, because the restructuring of China’s finan- 
cial system is very incomplete, even though the state is 
very strict with its control and supervision of the finan- 
cial institutions, signs of some financial institutions 
violating laws and regulations are still apparant every- 
where despite repeated prohibitions. Once foreign- 
funded banks begin to move into this country en masse, 
the state’s control will face even more serious challenges. 
This 1s because based on today’s method of managing the 
foreign-funded financial institutions, foreign-funded 
banks that set up branches in China must have $20 
billion in capital. Although this guarantees that the 
foreign-funded financial institutions will have the scope 
and the business capability, we should also see that by 
the same token, they will be huge trans-national bank 
groups with advanced technologies and substantial busi- 
ness experience that can make use of their global net- 
work to evade taxes, remit their profits and capital, or 
engage in speculative operations. These will make 
controlling the financial institutions much more 
complicated and much more difficult. 


6. Foreign-funded banks will ignore risks and engage in 
‘aggressive’ operations. 


No doubt, most foreign-funded banks that come to 
China will be trans-national groups. Their assets are 
separated by nationality and their business is all- 
encompassing; they profits are substantial, which gives 
them tremendous ability to handle risks. In comparison, 
China’s financial institutions may have a large, well- 
equipped network at home, and the headquarters and 
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branches are tightly-knit, but they are not global, trans- 
national banks in any sense, and their business opera- 
tions are primarily domestic, and they have little to do 
with the outside world. Therefore, from the asset stand- 
point, it makes the Chinese banks’ fund utilization more 
risky. If they run into trouble and lose money, there is no 
way they can remedy the loss via other channels or in 
other ways. When the foreign-funded banks run into 
trouble and lose money, they can get help from other 
profitable branch organizations in other countries or 
regions. Meanwhile, they can also use the profits they 
make elsewhere to engage in “aggressive” operations 
here. They can use lower interest rate to dump funds 
here as a means to defeat their competitors and achieve 
their high profit goal. 


II. Some Suggestions 


Currently, more than 130 financial institutions from 29 
nations have set up more than 240 representative offices 
in the SEZs and !4 coastal open cities. Among them, 52 
are business-oriented organs. Their momentum far sur- 
passes that of Asia’s ““Four Small Dragons” in the early 
days. Once China returns to GATT, this process will 
move even faster. To reduce the impact of foreign- 
funded banks on China’s banking industry after our 
“return to GATT,” to increase our ability to fight them, 
and to stabilize our own socio-economic lives, we hereby 
make the following suggestions: 


1. Promptly change the financial policy and the industry 
personnel’s ideologies and concepts and make the finan- 
cial institutions more conscious about competition. 


Ideologies and concepts play a critical role in people’s 
thinkings and in their activities to change society. If we 
use the correct ideologies to guide their actual practices 
and activities, we can succeed; otherwise we will fail. 
Thus, under the new conditions, our financial decisions 
as well as industry personnel must adopt the kind of 
thinking and concept that is consistent with the socialist 
market economy and GATT. We must pay attention to 
the real issue of opening up and gradually liberalizing the 
banking industry as stipulated by GATT and consciously 
put this issue before everything else. We must plan and 
design our financial tasks meticulously and handle every 
link of the financial tasks diligently, so as to raise the 
financial institutions’ consciousness about competition. 
We must compete with the foreign-funded banks with 
courage and strategy and raise our service standards 
amid competition to meet the foreign banks’ challenge. 


2. Fully utilize GATT’s exceptional provisions extended 
to the developing nations to cushion the impact of the 


foreign-funded banks on our banking industry. 


According to the pertinent GATT principles and provi- 
sions, developing nations enjoy certain preferential 
treatments, one of which is the rule on protecting the 
threatened domestic industries, and another is the exten- 
sion of deadline for radically opening up the banking 
industry. These will help us to be better prepared and to 
improve our banking industry’s ability to resist the 
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foreign assault. We should take full advantage of these 
favorable regulations and go all out to raise our banking 
industry’s service standards, so that we can meet the 
needs of international economic development as soon as 
possible. Meanwhile, we must protect certain domains 
and regions where our banking industry 1s still immature 
and allow foreign-funded banks to enter into designated 
financial markets selectively to let them launch their 
business in markets that will benefit us the most. In this 
way, we can cushion some of the impact of the foreign- 
funded banks and gain some time and initiative and in 
turn help our banking industry link tracks with the 
international banking industry in a steady way. 


3. Promptly formulate laws to administer the foreign- 
funded banks and strengthen their supervision 


To acclerate the iegislative process is an important 
means to guarantee effective administration of the for- 
eign-funded banks. Only through legislation can we 
systemize and standardize the foreign bank management 
system and effectively protect our rights from infringe- 
ment. In addition, according to a GATT “grandfather 
clause.” “certain laws and regulations already estab- 
lished prior to a signatory’s participation in any agree- 
ment should be honored,” and this makes it essential for 
us to speed up the formulation of laws to manage the 
foreign-funded banks. We should promptly gather the 
finanical experts and economists to study and discuss the 
matter and formulate the laws on administering the 
foreign banks as soon as possible. Those laws should 
mainly stipulate the foreign-funded banks’ types of busi- 
ness, sizes, and treatment. The emphasis should be on 
the utilization of home currency, that is, to put tighter 
restrictions on the utilization of home currency to ensure 
that our banks can make full use of our home currency 
resources while forcing the foreign banks to bring in their 
own funds to dull their competitive edge and guarantee 
the leading role of our financial institutions and the 
effective implementation of the state’s general and spe- 
cific financial policies and promote the coordinated and 
steady development of the nation’s economy. 


4. Accelerate the restructuring of China’s finanical system 
and set up a new financial system that is compatible with 
the socialist market economy and international practices. 


From the objective point of view, the above-mentioned 
protective and restrictive measures are measures of 
expedience that only treat the symptoms but cannot cure 
the disease. To truly solve the problems, we must accel- 
erate the pace of financial reform and broaden and 
deepen the restructuring of the financial system and set 
up a new system that is compatible with the socialist 
market system and international practices. Therefore, 
reshaping China’s financial system in accordance with 
the principles of the market economy and the integration 
of global economic and finanical systems ts the only way 
to increase our banking industry’s ability to fight off 
future competition and to survive and develop. Today 
we must seize the moment and reflect on and re-create 
various aspects of the existing ‘inancial system, 
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including improving the quality of the personnel, sepa- 
rating business-oriented from policy-oriented opera- 
tions, loosening foreign exchange control, and modern- 
izing and internationalizing our business technologies 
and administration. Only in this way can we raise our 
banking industry’s standard to enable us to compete with 
the banking industry of any nation in the world and 
remain victorious. 


Experts View Tax Assignment System 


94CE0404A Hong Kong TANG TAI 
[CONTEMPORARY] in Chinese No 35, Feb 94 p 29 


[Article by Tung Chin-fa (5516 0530 4099): “Different 
Views in the Mainland Toward Tax Assignment 
System™} 


[Text] Editor’s note: China started implementing the tax 
assignment system this year which has attracted interna- 
tional notice. Mainland China specialists have different 
views toward this new system. This magazine elaborates 
below how their views differ for references of our 
readers. [end editor note] 


Two Different Views 


A majority of those attending the meeting to discuss this 
issue considered that the tax assignment system came 
about because of needs in two areas: first, the need to 
remedy defects of the former fiscal system of partial tax 
revenue payments; and second, the need of a socialist 
market-based economic system to establish a large uni- 
fied market system within China. Some considered the 
former fiscal system of partial payments to be unstable, 
inequitable and lacking in standard or transparency, that 
the system has a major defect in the regional monopoly 
created which seriously affects structural adjustment of 
state-owned enterprises and adversely affects develop- 
ment of a major unified market system within the 
country. The former system also caused decline in cen- 
tral government revenue receipts, and created national 
deficits which endanger investments in the country’s key 
projects. In addition, implementation of the former 
system was far from equitable and contributed to further 
widening of the gap between rich and poor provinces, 
adversely affecting the national goal of bringing common 
prosperity to all areas. Some attendees in the meeting 
pointed out that the former system of partial payments 
had over decentralized power. As compared to the 
original centralized fiscal system of revenues and expen- 
ditures, the partial payments system decentralized fiscal 
authority to promote efficiency in resource allocation, 
but when the system was over-decentralized, it led to the 
provinces staking out their own turfs for administrative 
control, blocking effective allocation of resources and 
producing another kind of inefficiency. Attendees in the 
meeting also pointed out that one of the objectives of a 
socialist market-based economic system is to realize 
effective resource allocation within a national frame- 
work, which means that a unified market system should 
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be established within this framework, and that the gov- 
ernment fiscal system should not be an obstacle to 
effective allocation of resources; the tax assignment 
system is therefore designed to meet the objective 
requirements of a new fiscal system. 


Some attendees in the meeting, however, considered that 
the necessities for establishing the current tax assign- 
ment system are not self-evident, and cited the following 
reasons: 1) The result achieved in over ten years of 
reform is precisely decentralization of authority and 
sharing of benefits, but the tax assignment system 
requires reverting fiscal authority once again to the 
Central Government which would possibly be disadvan- 
tageous for regional atid local developments; 2) the tax 
assignment system in a technical sense cannot yet be 
implemented because from the beginning of reform to 
the present, different sources and kinds of taxes have 
evolved and changed in the absence of a stable and 
standardized taxation system; therefore, given current 
conditions, now is not the right time to put the tax 
assignment system into effect and that the right time 
may not come for a number of years; 3) the division of 
responsibilities and authorities between the Center and 
the regions is not clearly delineated at this point, and it 
would be difficult to divide fiscal authority in a scientific 
and reasonable manner while the limits on the authority 
over revenue receipts and expenditures are still evolving; 
4) the result of implementing the tax assignment system 
under current conditions may very well produce a situ- 
ation of “hitting the son for losing an argument with the 
father.” which adversely affects regional economic 
growth since provincial, municipal and lower level gov- 
ernments, faced with a fiscal crisis, may well turn to 
raising taxes on enterprises. 


Different Justifications for the Tax Assignment System 


In explaining the tax assignment system, a majority of 
attendees felt that it should be a system of fiscal respon- 
sibility differentiated by level of authority, and that it 
should involve not only tax assignment but also separate 
systems. But the law setting up the tax assignment 
system shows there are different views: some people felt 
that it should be a system of separate fiscal authorities 
focused on assignment of taxes; others felt that it should 
be a system of fiscal management differentiated by level 
of authority with tax assignment as the foundation; and 
still others simply thought that there are problems in the 
system itself, and calling it a system of assignment of 
taxes is calling for separation of authority, and if the 
system means that fiscal authority is differentiated by 
level of authority, then one should first make clear who 
has the authority for expenditures before deciding who 
should be responsible for revenue collection. And it 
would be more in line with reality if the reform is defined 
as a system of fiscal or budgeting authority differentiated 
by level of authority. 


Some of the attendees were ingenious by explaining the tax 
assignment system in terms of a “triangular system” with 
separate components of taxes, authority and mechanism; 
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they pointed out that tax assignment is the precondition, 
that separation of authority is the crux and that separation 
in the operating mechanism is a guarantee; they empha- 
sized therefore that the tax assignment system should be 
carried out on the basis of these three elements. 


Nature of the Separation of Fiscal Authority 


With respect to the nature of the tax assignment system, 
the attendees proceeded to discuss whether the separa- 
tion of fiscal authority in the tax assignment system 
means separation of administrative authority or separa- 
tion in more meaningful economic terms. Some 
attendees felt that the prerequisite of the system is that 
administrative authorities and enterprise responsibilities 
should be separated, and that lacking such a precondi- 
tion, any kind of separation of fiscal authority means 
only some form of administrative authority. But under 
the tax assignment system, separation of fiscal authority 
should be made in more meaningful economic terms. At 
present, the reform of the production authority system in 
state-owned enterprises will determine the basic charac- 
teristics of fiscal authority separation in the tax assign- 
ment system, and only when results of the above- 
mentioned reform give assurance that government 
administrative authority and enterprise responsibility 
are completely separated can fiscal authority separation 
be truly justified in economic terms. 


The attendees felt that in implementing any reform of 
the tax assignment system, China should follow interna- 
tional practices as much as possible, and draw upon 
experiences in dealing with such an issue by other 
countries with modern market-based economies. 


International Customary Practices in Tax Assignment 
System 


Some attendees felt that in drawing on international 
experiences, the following aspects are most important: 
First, whether the country is large or small, a federated or 
unitary state, a developed or developing country, inter- 
national experiences demonstrate that a central govern- 
ment must effectively control the most important 
sources of revenues in the national economy, and this is 
not only reflected in the laws and policies governing 
revenue collection, but also manifested in administrative 
management and collection of tax revenue; second, for 
government at every level, revenue receipts must be 
adequate to enable government carry out its responsi- 
bility for expenditures; third, the central government's 
authority for and ability to effective carry out macroeco- 
nomic coordination should be assured; fourth, any 
system of fiscal relationships devised by government 
should be conducive to development of a unified market 
system within the national borders and promotion of 
effective allocation of resources; fifth, in terms of 
regional fiscal independence and promoting regional 
enthusiasm, a central government should also have the 
wherewithal to effectively transfer resources to poorer 
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regions in order to narrow the gap in revenue receipts 
and allocations between regions; 1.e., a central govern- 
ment must have regular financial surpluses derived from 
revenue receipts which exceed expenditures; sixth, dupli- 
cation of responsibility for expenditures between central 
and regional governments must be reduced to the min- 
imum; seventh, a central government should use a trans- 
parent and equitable system of financial subsidies to 
transfer resources to regional governments and, in the 
process doing so, encourage and energize regional 
authorities to vigorously mobilize for revenue coilection 
while carrying Out its own macroeconomic coordination 


policy. 


Article Views Tax Assignment System 


94CE0404B Hong Kong TANG TAI 
[CONTEMPORARY] in Chinese No 35, 
Feb 94 pp 11-13 


[Article by (Beijing) Lu ©. usha (7627 6276 2619): “Large 
Group of State-Owned Enterprises Authorized for Sales: 
A Difficult Financial Issue of Tax Assignment System— 
China’s Financial Red Ink Reportedly Will Likely 
Increase This Year’’] 


[Text] After the tax assignment system goes into effect in 
China this year, how the relationship between the Center 
and the regions will evolve remains to be examined. On 
the one hand, both sides have issues in contention and 
each wants to maintain the largest share of benefits; but 
on the other hand, compromise is indicated as they are 
both in the same boat. Therefore, even after the tax 
assignment system goes into effect, the Central Govern- 
ment has unceasingly carried out a campaign of persua- 
sion in the interiors to facilitate administration of the tax 
assignment and other new systems. 


20.5 Billion Yuan Check To Cover the Red Ink 


A high-ranking State Council official poured out his 
grievances when he said: “Why do we institute the tax 
assignment system? Because developed countries all do 
it, Japan, the U.S., Britain and France all have such a 
system in effect. We do it because the national treasury 
will not be able to function without it. The 20.5 billion 
deficits reported in the PEOPLE’S DAILY is a hard 
number. From January through October last year, pro- 
vincial revenue receipts increased !8 percent, but the 
Central Government's only 0.03 percent, and this is the 
actual situation. The 20.5 billion deficits in the national 
treasury were only met by a check written in that 
amount, but this year we can no longer resort to using 
this method.” 


Without holding back, he continued: “‘This year, China’s 
fiscal deficits will likely increase greatly. With the tax 
assignment system in effect and other additional income 
receipts, the Central Government’s treasury anticipated 
some revenue increase but [instead] had to spend 18 
billion yuan in enterprise subsidies without which state- 
owned enterprises cannot survive. And adding to the 20 
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some billion yuan deficits this year is another hard 
number, and that is the increase in workers salaries and 
wages. With a wage increase of 85 yuan per capita per 
month, it comes to over 20 billion yuan for the country 
as a whole. And this figure has not included the part on 
wages in this year’s civil service reform which, if imple- 
mented in the fourth quarter, will add another 7.5 billion 
yuan of national expenditures.” 


This kind of fiscal situation is really like “the cleverest 
housewife can’t cook a meal without rice.”’ Even worse, 
concerned government departments have begun dis- 
cussing publicly civil service and wages reforms, and 
while the Central Government originally wanted to 
postpone implementing this plan, deferment now 
appears impossible. And that is another large sum of 
expenditures. 


Provinces Taking Advantage To Extort From Central 
Government 


The above-quoted official continued: After the tax 
assignment went into effect, local governments con- 
tinued to operate by the former system of transmitting 
parts of the taxes revenues collected to the Center and 
keeping the rest in the region and, because of this, their 
burden has not increased while the Center has to bear the 
deficits. Furthermore, many provinces and cities have 
asked whether that part of the former system which 
allowed tax revenues collected one year to be transmitted 
in a different year was abolished, for this was another 
opportunity to extort an amount from the Center. But 
the Central Government, hoping to maintain “successful 
cooperation” with the regions, has tentatively indicated 
that it “may be abolished,” since the amounts trans- 
mitted by all provinces add up to only some 2 billion 
yuan which cannot solve the Center’s problems. But the 
Central Government is firmly insisting that the required 
increased amount this year must be transmitted, and 
leaving the question of how to modify which part of the 
former system to be considered at year’s end. In sum- 
mary, the Central Government wants henceforth to 
increase its revenue intake, to coordinate among rich 
and poor [provinces] and, at the appropriate time, to 
allow regional authorities to retain more revenues in 
order to stabilize relationship with the regions. 


And there is more, the Central Government has ind- 
cated that “henceforth, aside from the nationally coor- 
dinated key projects, regional authorities can also plan 
and develop their own projects without having to coor- 
dinate every project with the Central Government.” 
This amounts to meeting two objectives in one move, 
namely, decentralizing authority and lessening local 
burdens. 


Government Selling Shares in State-Owned Enterprises 


As the Central Government decentralizes its authority, 
regional governments take the opportunity to see what 
they can do vis-a-vis the production authority of state- 
owned enterprises. Those who make investments in 
China should not overlook the fact that this year, a large 
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group of state-owned enterprises and shares in other 
such enterprises are up for sales or transfer of (from 
government to people, and from domestic investment to 
joint or foreign-funded investments). Although the state- 
owned enterprises whose shares are available for pur- 
chase are not the large mainline enterprises, but from the 
standpoint of further intensification of economic 
changes in China, this is a step with significant meaning. 


According to sources in the foreign businessmen circle, 
overseas investors with large amounts of venture capital 
today are watching closely for investment opportunities 
in China and are prepared, at any time, to buy shares in 
mainland enterprises including state-owned, collective 
and even sole-proprietor enterprises. At the same time, 
among the state-owned enterprises with assets in trillions 
of yuan, many are also searching for new partners to 
invest in their business. Therefore, this year is the time 
that both buyers and sellers are looking for; even if the 
government may not with great fanfare offer shares of 
State-owned enterprises for purchase, the momentum 
can no longer be stopped. 


State-Owned Enterprises Developing Toward 
“Privatization” 


A State Planning Commission official revealed that of 
the several trillion yuan worth of state-owned enterprise 
assets, only a very small number of shares have gone to 
private investors. Therefore, any trend toward “privati- 
zation” in state-owned enterprises is just beginning to 
unfold. 


China’s State Economic and Trade Commission 
Chairman Wang Zhongyu [3769 1813 4416], speaking of 
selling shares in state-owned enterprises, described it in 
10 characters, “reform, market, efficiency, technological 
reform, management.” But he nevertheless put 
enterprise restructuring in first place. 


He said: “Reform is focused on two aspects, one is 
enterprise reform, the other is reform in the area of 
circulation. At the heart of the latter reform is the 
establishment of market mechanism. Enterprise reform 
has several major aspects: First, “rules and regulations™ 
should continue to be implemented, and self manage- 
ment authority put into effect; second, reform should 
have a major effect on the structure of the organization. 
Within an organizational structure, reform should con- 
centrate in areas of rents and leases, sales and auctions, 
transfer and merger, and on establishing policies and 
regulations governing these areas. Third is separation of 
the support system. Fourth ts selection and disposition 
of surplus personnel. The crux 1s to invigorate operations 
of enterprises.” 


According to different news sources from various main- 
land provinces and cities, provincial and local authori- 
ties in fact are privately or publicly making detailed 
inventories of state-owned enterprises located in their 
areas to see which ones cannot be touched, which ones 
may offer stocks for sale, and even which ones may be 
bought and resold. All localities, noting demands of the 
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Central Government that “state-owned enterprises 
operate by market forces,” anticipates that shortly after 
the end of this year, there will be a rash of state-owned 
enterprises seeking partnership with outside investors. 


Striving To Seek Export and Agricultural Markets 


When Wang Zhongyu talked about other reforms, he 
touched on the subject of market reform, saying “that 
enterprises should concentrate on opening two kinds of 
market, export markets and rural markets. The problem 
of not finding export markets is due to lack of under- 
standing of international market. Enterprises should, 
therefore, vigorously seek to open up international 
market to increase exports. China’s rural market is quite 
large, but in the last few years, income increase of 
peasants has slowed and their purchasing power declined 
correspondingly. Once rural markets are opened up, 
sales will pick up quickly.” 


With respect to reform in technology, Wang Zhongyu 
said that in the latter part of the “Eighth Five-Year 
Plan,” China needs to set its sight higher and take larger 
steps toward reform in technology, and we must restruc- 
ture existing enterprises before we can raise the levels of 
industrial craftsmanship, facilities and product quality. 
China is researching into whether it can restructure 300 
key enterprises, and in 3-5 years raise their level of 
production, grade of products and thereby the overall 
production quantity. In fact, at present 100 state- owned 
enterprises are Carrying out restructuring on a trial basis 
from ownership and structure to concrete operations, 
seeking to make fundamental changes. 


Pattern of a “Three-Part” System of Enterprises 


As the above-mentioned reforms intensify, the ratios of 
the different types of enterprises and of their production 
values will also undergo major changes. Based on pro- 
jections of relevant government departments in China, 
by the year 2000, the production values of all enterprises 
will show a “three-part” pattern. In terms of the total 
industrial production value, it is estimated that one- 
quarter will be from state-owned enterprises, one-half 
from collectively owned enterprises, and one-quarter 
from privately owned enterprises; in terms of the total 
commercial retail sales value, one-third will be from 
state-owned enterprises, one-sixth from collectively 
owned enterprises, and one-half from privately owned 
enterprises. 


According to projections, by the year 2000, the industrial 
production value of state-owned enterprises, as a propor- 
tion of the total industrial production value, will drop to 
27.2 percent, which is the inevitable result of the rapid 
decline beginning in the 1980s and continuing through 
the 1990s. 


On the opposite side of the picture, the total industrial 
production values of collective, rural and private enter- 
prises will continue to rise. By the year 2000, the 
proportions [of total production values] of these three 
types of enterprises will increase 47.7 percent, 13.4 
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percent and 11.7 percent respectively, as compared to 
increases of 34 percent, 48.1 percent and 65.9 percent in 
1990. At the same time, the total commercial retail sales 
of these three types of enterprises, as a proportion of the 
all commercial retail sales, are also clearly rising, with 
sales by privately owned enterprises increasing by more 
than 47.1 percent. 


Impact of Value-Added Tax on Land Assessed 


94CE0444A Hong Kong MING PAO YUE-KAN [MING 
PAO MONTHLY] in Chinese No 3, Mar 94 pp 63-64 


[Article by Chang Ching-feng (1728 7650 0023): “Under 
the Shocking Impact of China’s Land Added-Value 
Tax’’] 


[Text] Investments are tending to shift toward residen- 
tial housing and the renovation of old city districts, and 
since no land added-value tax will be levied on deals 
involving low-profit houses, the land added-value tax 
has no substantial consequences for real estate traders 
dealing in these kinds of properties. Those that will have 
to feel adverse effects are investors in commercial build- 
ings, medium and high-class residences, and developers 
of large tracts of land. 


New Tax System Good for Fair Competition 


After Mainland China promulgated its land added-value 
tax, it first caused a great stir among Hong Kong’s real 
estate trade and later also evoked a strong reaction from 
mainland real estate dealers. It has already become a hot 
topic of discussion these days. We have to admit that for 
a long time past the tax burden on real estate dealers on 
the mainland had been exceptionally light, and the rate 
of investment returns [hui bao 0932 1032] had been very 
high, which was not at all consonant with the principles 
of fair competition. For instance, before promulgation of 
the real estate added-value tax, a foreign real estate 
company had to pay only a 3 percent commodity-house 
business tax and a 33 percent enterprise income tax. The 
tax burden was really rather light for the real estate trade. 
I made a very simple table giving a financial analysis of 
development plans, comparing the rate of after-tax 
investment returns under the old and under the new tax 
law. The computation indicates: Under the old tax 
system, the lowest consolidated tax rate was 37 percent 
and the highest 42 percent. The lower the amount of 
added-value, the higher the rate of consolidated tax, and 
the larger the amount of added value, the lower the rate 
of consolidated tax. This was highly unreasonable. The 
highest rate of after-tax investment returns could be, at 
its highest, 189 percent and at its lowest 29 percent, 
allowing indeed a very high rate of returns. Under the 
new tax system, the lowest rate of the consolidated tax is 
53 percent and the highest 73.2 percent. The smaller the 
amount of added value, the lower the consolidated tax 
rate. The higher the amount of added value, the higher 
the consolidated tax rate. The rate of after-tax invest- 
ment returns could, at its highest, reach 80.4 percent and 
at its lowest be only 23.45 percent. This did away with 
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the unreasonable state of affairs under the old tax 
system, and is beneficial for fair competition, beneficial 
also for the rational disposition of adjusted social 
resources. 


Positive and Negative Effects of the Value-Added Tax 
Positive Effects of the Value-Added Tax 


1. The land added-value tax has a certain significance 
and function in that it ensures orderliness in land and 
other real estate transactions in the market, in that it 
rationally regulates increment from land value gains, and 
in that it protects the interests of the state and promotes 
modernization projects. 


2. The new tax has a positive effect in that it adjusts the 
structure of real estate investments by encouraging local 
and outsider real estate developers to invest more in 
low-profit residences and in renovations in old city 
districts. and in that it thereby promotes optimal struc- 
turing oi real estate investments. That is so because the 
new tax law stipulates that all sales that show a profit of 
20 percent or less of the cost are exempt from land 
added-value tax. 


3. The new tax law is also most significant and effective 
in protecting actual large investments of real estate 
developers. It actively combats speculation in land and 
buildings, and other unscrupulous activities seeking 
sudden undeserved large profits. It has a restraining 
effect on the overheating of the real estate market, and it 
regulates the direction in which social funds should flow. 
It safeguards the capital needs in certain “bottleneck” 
sectors and in industry. 


Negative Effects of the Land Added-Value Tax 


Under the new tax system, the rates of China’s consoli- 
dated tax on real estate are from 53.1 to 73.3 percent, 
which would be an exceptionally high rate among the 
countries of Southeast Asia. If land added-value tax 
would be levied throughout the nation, we are afraid, it 
would deal yet another blow to the mainland real estate 
market, which at the present time is adversely affected 
by macro-regulation and control and by a generally 
depressed market. Because real estate development is 
investment for comparatively long durations, real estate 
developers will normally place investments only if they 
can expect fairly high rates of returns. When real estate 
developers see that an excessively high tax will be levied, 
and the rate of returns will be reduced, they will most 
probably temporarily defer the project in question, or 
rather stop the intended project altogether, unless they 
can shift the tax burden onto the consumers. 


Moreover, in view of the imperfect state of the present 
legal system, “underground trading,” which had for- 
merly been involved in many real estate projects, may 
again raise its head, and many more real estate dealers 
will adopt irregular trading methods, such as writing out 
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false invoices, and this would be felt as ‘‘unfair” by the 
majority of discipline-conscious and law-abiding real 
estate dealers. 


Furthermore, the second-hand real estate market will 
also be adversely affected. The second-hand real estate 
market is extremely important for the development of 
the entire real estate market. In China, the second-hand 
market is already much inconvenienced by procedural 
problems, and the problems would become even more 
serious by the effects of the added-value tax. In that case 
we figure that in future sellers will demand sundry 
expenses (such as fitting-out expenses) in addition to the 
house prices, as a means to evade tax. 


In sum, in areas and cities where investments have 
already shifted toward private residences and the reno- 
vation of old city districts the land added-value tax will 
in reality have no adverse impact, because low-profit 
houses are exempt from land added-value tax. Those 
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who will really be affected are bound to be investors in 
large office buildings, in medium- and high-class resi- 
dences, and developers of large tracts of land. However, 
this is precisely the initial purpose of promulgating the 
land added-value tax. 


According to latest reports, the land added-value tax has 
been designated a local tax. That means, the local 
authorities have the power, with the approval of the 
central finance and tax departments, to be flexible in the 
implementation and application. The Guangzhou 
Municipal Government will these days announce that it 
will permit the transfer of many-storied houses, an act 
which is extremely important for the invigoration of the 
second-hand market. On the whole, the land added- 
value tax will not seriously and adversely affect develop- 
ments in the real estate trade, but will rather ensure that 
the Chinese real estate trade will enjoy for a certain 
period a sustained, stable, and healthy development, for 
which prospects are very good. 





Table C ‘comparing the New and the Old Tax System 








Unit: 1 million yuan 






















































































Sales Receipt ss 150 _ 200 300 400 

Item Cost a 100 a 100 100 100 

Added Value ee oo ee 200 300 

Old Tax Sysiem, Business Tax 4.5 6 Co) 12 

Old Tax System, Income Tax 16.5 = 33 66 99 

Total Tax Payable i. 2 39 75 11 

Old Consolidated Tax Rate 42.0% 39.0% 37.5% 37.0% 
Rate of After-Tax Returns 29% 61% 125% 189% 

New Tax System Added-Value Tax i. 15 oa 40 100 180 

New Tax System Income Tax ee} @ 4k 11.55 2 19.80 33.00 39.60 i? 
Total Tax Payable ya 26.55 59.80 133.00 219.60 

New Consol.Tax Rate a ra 59.8% 66.5% 3.2% 
Rate of After-Tax Returns : 23.45% 40.20% 67.00% 80.40% 
Decline in Rate of Investment Returns a 5.55% -20.80% -58.00% -108.60% ~ 

















Notes: |) Business tax computed at 3 percent. 2) Income 
tax computed at 33 percent. 3) Land added-value tax on 
a 4-grade progressive scale: Added value not exceeding 
50% of cost at 30%, added value exceeding 50-100% of 
cost at 40%, added value exceeding 100-200% of cost at 
50%, added value exceeding 200% of cost at 60%. 


‘Difficult Choices’ on Monetary, Tax Policies 


94CE0436A Hong Kong CHIU-SHIH NIEN-TAI [THE 
NINETIES] in Chinese No 3, 1 Mar 94 pp 42-43 


[Article by K’ung Pu (7895 0091): “Two Difficult 
Choices the Mainland Faces Today”’} 


[Text] Merger of Renminbi Conversion Rates Is a Move 
Toward Free Convertibility, But Free Convertibility Is 
Not Realizable At the Present Time Because of Fears of 
Large Scale Renminbi Devaluation. Tight Money Means 


Hardships For Business Concerns, But Slight Loosening 
Causes Inflation. If an Value-Added Tax Is Enacted for 
Land, Foreign Traders Will Recoil; If It Is Not Enacted, 
Speculation Will Be Difficult to Contain 


Several major current problems in the Chinese mainland 
economy provoke general discussion, and Chinese Com- 
munist policy makers continue to waver between two 
difficult choices. 


1. Merger of Renminbi Exchange Rates, But No 
Renminbi Convertibility 


The first problem concerns the merger of renminbi 
exchange rates, which was done on New Year's day 1993. 


This so-called merger means that the official rate and the 
swap rate for the renminbi were merged into one. This 
situation seemingly shows that whereas people could 
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formerly take renminbi or foreign currency to a swap 
center to exchange it, now this function has been trans- 
ferred to officially run banking business centers. Some 
people feel that this was done in order to link the 
mainland market to the international market, enabling 
free convertibility of the renminbi in preparation for the 
China mainland’s GATT entry 


Actually, this is not the case at all. Since the first of the 
year, not only are people unable to exchange renminbi 
for foreign currency at banks (the maximum degree of 
convertibility), but they do not even have the minimum 
degree of convertibility, i.e., enterprises that have 
obtained foreign xchange from exports may not convert 
all of the foreign exchange they have earned. Generally 
speaking, if such a firm makes $1 million from exports, 
once this foreign exchange 1s deposited 1n their account, 
the official banks will convert only $500,000 of it for the 
enterprise, i.e., they may convert only 50 percent of their 
foreign exchange earnings. 


This situation is even worse than before. Formerly, when 
a firm needed foreign exchange, it could get it at a swap 
center. Now, the swap centers function has disappeared, 
but the national banks will not convert the money 
making it even more difficult for firms to use foreign 
exchange. 


Simultaneous with the merger of the renminbi foreign 
exchange rates, the state tightened the conversion of 
foreign exchange, The reason was that it feared that free 
convertibility would lead to a great increase in demand 
for foreign exchange, thereby causing a great devaluation 
of the renminbi. 


Naturally, this has put a damper on the economy’s high 
speed growth. Because a high speed growth economic 
policy can lead to vigorous demand for foreign raw and 
processed materials and sophisticated equipment, when 
demand for foreign exchange 1s held down, this demand 
is a long way from being satisfied making it impossible 
for the economy to grow at high speed as well. 


2. Credit Still Tight Despite Desire To Loosen It 


Following institution of macroeconomic control in July 
1993, money became tight in business concerns, forcing 
halts or semi-halts in production. Many factories paid 
only half wages, and the ten major iron and steel mills 
sank into a difficult situation. Thus, during October and 
November, the banks loosened credit by 300 billion yuan 
(renminbi, and the same applies hereinafter), thereby 
somewhat easing business firms’ predicament. Neverthe- 
less, Zhou Zhengqging [0719 2973 1987], a deputy 
director of the Chinese People’s Bank, figures that the 
amount of added investment needed because of 1993's 
high speed growth 1s | trillion yuan; hence, as soon as the 
300 billion yuan is released, it will vanish without trace. 
What caught the Chinese Communist authorities even 
more unawares was that even though the input of money 
only eased business concerns’ predicament somewhat, 
information about the early 1994 renminbi exchange 
rate merger, tax reforms, etc. stimulated a rise in grain 
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and edible oil prices during late November 1993, causing 
astonishing inflation. The Central Committee was very 
upset about this. It immediately held a meeting that 
stressed the need to “maintain stability.” Once again, it 
proposed macroeconomic regulation and control to hold 
down prices and control investment in fixed assets. 


The Chinese Communists currently face two difficult 
choices on whether to loosen or tighten credit. If they 
loosen the money supply, inflation will ensue causing 
social instability. If they tighten the money supply, 
enterprises will be short of funds, and workers will be 
paid onty half their wages or no wages and all, possibly 
making society even more unstable. 


Another problem is that most of the money released at 
the end of 1993 went to factories to solve their predica- 
ment of being unable to pay wages and bonuses. Business 
concerns feel that this did not solve the problem. The 
present factory work halts or semi-halts stem mostly 
from the tight money policy. Products cannot be sold: 
thus inventories increase. Real solution to the problem 
requires release of funds to the demand side, e.g., loos- 
ening credit for investment in real estate. When invest- 
ment in real estate increases, the demand for construc- 
tion materials will naturally increase as well. Then, 
worries about steel reinforcing rod and cement sales will 
disappear. This is the only real solution to factories’ 
predicament. 


3. Refusal To Give In on the Value-Added Tax 


Admittedly, tightening of credit for real estate invest- 
ment had an adverse effect on investment in real estate 
in China. Then in December 1993, the State Council's 
promulgation of provisional regulations on the collec- 
tion of an value added tax further discouraged foreign 
traders from investing in mainland real estate. 


By the so-called real estate value added tax is meant that 
when a real estate developer sells property he has built or 
after a property is purchased, after deducting the price of 
the land, construction costs, and |7 percent for taxes, the 
government levies a large tax on the profit realized. If the 
value added tax on the property’s sale price 1s below 50 
percent, the value added tax is 30 percent of the value 
added, and rises progressively until the value added is 60 
percent. 


Government’s reason for prescribing an value added tax 
is that large numbers of developers formerly obtained 
parcels of land at cheap prices from local governments. 
These developers could obtain fat profits by putting up 
buildings on the land. Furthermore, this resulted in 
speculation by holders of land. Therefore, it used an 
value added tax to decrease the profits of real estate 
dealers. 


Imposition of an value added tax will naturally make 
many foreign traders apprehensive about the mainland 
real estate market. For this reason, Guangzhou City and 
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Hainan Province intimated that the national govern- 
ment might propose, but local jurisdictions would dis- 
pose of the value added tax. In early February, Guang- 
zhou mayor Li Ziliu [7812 1311 3177] said that taxes 
and profits on land within the city would be according to 
the former law, and that the value added tax on land 
would be handled flexibly. Hainan Province made a 
similar statement. However, several days later, Minister 
of Finance Liu Zhongli [0491 0112 5668] emphasized 
that all jurisdictions must enforce the value added tax in 
a uniform manner. Before central government detailed 
regulations on the real estate value added tax appeared, 
seemingly foreign traders could only hold off on 
investments in mainland real estate. 


Furthermore the central bank has no intention of loos- 
ening credit for mainland government agency invest- 
ment in real estate. As a result, ever since it cooled in 
1993, real estate has not heated up again. Without a 
warming of real estate, naturally, it 1s impossible to have 
demand for building supplies; thus, the mainland indus- 
trial structure, which is dominated by heavy industry, 
may again face a hungry period. 


Whether to institute an value added tax is another 
difficult choice to make. 


FOREIGN TRADF, INVESTMENT 


Revision, Improvement of Trademark Law 
Explained 


94CM0257A Shanghai ZHENGZHI YU FALU 
[POLITICAL SCIENCE AND LAW] in Chinese 
No 68, 5 reb 94 pp 11-13 


[Article by Wang Meijuan (3769 5019 1227), affiliated 
with the School of Law at Shanghai University: “Revision 
and Improvement of China’s Trademark Law”’] 


[Excerpt] [passage omitted] 


As China’s reform and opening intensified steadily, with 
market economy policies taking effect, the substance 
provided by our trademark law that had been in force for 
a decade was no longer fully suited to the needs of 
China’s market economy development and international 
dealings and cooperation. So it was imperative that our 
current trademark law be revised. The NPC Standing 
Committee approved in February 1993 the ‘Resolution 
on Revising the PRC Trademark Law” and the ‘“Addi- 
tional Regulations on Punishing the Criminal Counter- 
feiting of Registered Trademarks.” Their practicality 
and necessity are seen mainly as follows: 


1. They Expand the Scope of Trademark Protection 


Article Four of our Trademark Law drawn up in 1982 
provided that: “For enterprises, institutions, and indi- 
vidual industrial and commercial operators, as to their 
produced, manufactured, processed, selected, or sold 
commodities, they must obtain exclusive trademark 


ECONOMIC 27 


rights, and should apply for registration to the Trade- 
mark Bureau.” It is thus obvious that this protected only 
commodity trademarks, not service trademarks. This 
was because China’s commodity economy was still unde- 
veloped at the time, with service trades, or tertiary 
industries, such as banking, insurance, transportation, 
post and telecommunications, commerce, commodity 
supply and marketing, real estate, tourism, restaurants, 
hotels, and other consumer service trades, not yet having 
broken free from the planned-economy mold, and being 
in a backward state, leaving service trademark protec- 
tion still not on the agenda. But after a dozen years or so 
of reform and opening, China’s commodity eonomy had 
made great progress, with tertiary industries playing an 
increasingly important role in our national economy and 
people’s lives, and receiving ever more attention. WEN 
HUI BAO reported on 18 February 1993 that the pro- 
portion of China’s GNP accounted for by tertiary indus- 
tries is up from 1992’s 31.8 percent to 33.1 percent. And 
Shanghai Mayor Huang Ju stated in a government work 
report in February 1993 that by the year 2000, the 
proportion of our GNP made up by tertiary industries 
will be over 45 percent. With the prosperity of tertiary 
industries, as improper competitive behavior in service 
trades had appeared, it was necessary to make clear 
provisions in law for service trademark registration and 
protection. So-called service trademarks refer to the 
marks used by service enterprises, to distinguish the 
services provided by various enterprises. Service trade- 
marks are one of the targets of industrial property rights 
protection. Article 1 Section 2 of the ‘Paris Convention 
for the Protection of Industrial Property” provides that: 
‘Industrial property protection targets are patents, func- 
tional new models, industrial exterior designs, trade- 
marks, service trademarks, business establishments, 
product origin marks, or country of origin names, to curb 
improper competition.” And Article 6 Section 6 also 
provides that, “all member nations of this union should 
protect service trademarks, ....” It is reported that nearly 
90 countries (regions) in the world today legally protect 
registered service trademarks. The U.S. began to take 
service trademark registration applications in 1949, and 
Japan began to in 1992. As a member nation of the Paris 
Convention, China is committed to abide by the Paris 
Convention provisions, by protecting exclusive service- 
trademark rights. Meanwhile, as international trade 
developed, the number of applications in China for 
service trademarks by all member nations of the Madrid 
Agreement had grown yearly. But as China had not 
provided in law for protection of service trademarks, we 
were unable to process these applications. So when we 
revised our trademark law in 1993, we added Sections 2 
and 3 to Article 4 of the Trademark Law, providing that 
“for enterprises, institutions, and individual industrial 
and commercial operators, as to the services they pro- 
vide, they must obtain exclusive trademark rights, and 
should apply to the Trade Mark Bureau for service 
trademark registration.’ These sections also provide that 
“the provisions in this law on commodity trademarks 
are applicable to service trademarks,” bringing service 
trademarks into the scope of protection. 





28 ECONOMIC 


2. They Provide That Place Names of Administrative 
Regions Above the County Level May Not Be Used as 
Trademarks 


Our 1982 Trademark Law did not make prohibitive 
provisions on whether place names of administrative 
divisions could be used as trademarks. But practice 
proved that the major flaw in using place names as 
trademarks was their lack of prominence, not helping 
consumers to distinguish them from other similar com- 
modities. Meanwhile, this did not conform to interna- 
tional practice. So Article 8 of our revised Trademark 
Law includes an additional section, that: ‘While place 
names of administrative divisions above the county level 
or publicly recognized foreign place names may not be 
used as trademarks, place names do have other implica- 
tion exceptions; already registered and in-use place- 
name trademarks will remain valid.” It can be seen from 
the provisions of this section that while place names of 
administrative divisions may not be made registered 
trademarks in principle, some place names have other 
implication exceptions. This clearly indicates that a 
much-used place name can be made a registered trade- 
mark. For instance, the ““Changshou” in the well-known 
Changshou County refers generally to long life; and the 
“Fenghuang” in Fenghuang County is a kind of bird 
[phoenix], symbolizing good luck, riches, and honor, 
which are examples of much-used words. Our legislators 
also considered the reputation in both China and abroad 
of place names used in the past as registrerd trademarks 
for certain commodities, such as Guizhou Maotai 
[liquor], Qingdao Beer, and Jinhua Ham, so to stabilize 
protection of already registered trademarks, provided 
that “already registered and in-use place-name trade- 
marks will remain valid.” This provision reflects the 
high degree of unity of principle and practicality in the 
spirit of Chinese legislation. 


3. They Improve Trademark Registration and 
Revocation Procedures 


Trademark registration refers to trademark users, in 
order to obtain exclusive trademark rights, applying 
according to legal procedures to trademark registration 
organs for trademark examination and approval, to be 
granted the statutory fact of exclusive trademark rights. 
China’s registration principle is that only registered 
trademarks have legal protection, but unregistered ones 
do not. Article !2 of our 1982 Trademark Law provided 
that: “When the same applicants use the same trademark 
for commodities in different categories, they should 
submit [separate] registration applications based on 
commodity classification form.” This shows that 
China’s trademark registration application followed the 
principle of ‘‘one form, one category,” in which applica- 
tion for the same trademark was limited to one category 
of commodity and, when the same applicants used the 
same trademark for different categories of commodities, 
they should submit separate applications based on com- 
modity classification form. But practice proved that for 
enterprises that produced many classifications of prod- 
ucts, this registration application procedure was tedious 
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and more expensive. The trademark registration appli- 
cations of the “Madrid Agreement for International 
Registration of Trade Marks” and developed Western 
countries all used the principle of “one form, multiple 
categories,” or that the same applicants could in one 
application apply for the same trademark for different 
categories of commodities. This principle streamlined 
the procedure, helping to protect the trademark owner- 
ship of production plants, while promoting the develop- 
ment of diversified products by a single factory. So we 
drew on this more scientific application procedure, 
deleting the word “separate” from Article 12, showing 
that China’s trademark registration applications are 
more internationalized. 


Article 27 of our revised Trademark Law adds a section, 
that “already registered trademarks, which violate the 
provisions of Article 8 of this law, or obtained registra- 
tion by fraudulent or other improper means, will be 
revoked by the Trade Mark Bureau, and that other units 
or individuals can ask the Trademark Examination 
Commission to rule on revocation of so registered trade- 
marks.’ The addition of this section on the revocation of 
registered trademarks was very timely and necessary. 
The grounds for this revision were: |. Part | of Section 2 
of Article 6 of the “Paris Convention for the Protection 
of Industrial Property” provides that, for notorious 
trademark duplication, copying, or dubbing, Convention 
member countries can, based on their own laws or at the 
request of concerned litigants, refuse or revoke registra- 
tion credentials, and prohibit their use. And Part 3 of 
Section 2 of Article 6 provides that, for trademarks 
registered or used through dishonest means, requests for 
cancellation of registration or prohibition of use may not 
be subject to time limitations. 2. As to China’s judicial 
practice, the phenomenon of obtaining registration 
through fraudulent or other improper means is common, 
with falsified documents and hiding of the facts being 
employed for trademark registration; the public is well 
familiar with trademark registration through means, 
such as duplication, copying, or dubbing. 


This article provides that registered trademarks already 
obtained through fraudulent or other improper means 
should be revoked. This so-called revocation [cancella- 
tion] is one of the reasons for registered trademark 
termination. We need to clarify here that cancellation 
differs from nullification. Nullification means that the 
registered trademark owner voluntarily renounces the 
use of the registered trademark and asks for it to be 
cancelled, or uses its expiration to not request continued 
use of the registered trademark so that it 1s cancelled; 
cancellation means that the applicant has violated the 
pertinent provisions of the “Trademark Law,” and been 
subjected to disciplinary sanction, being the use of 
coercive means to terminate the trademark rights. 


From these set cancellation grounds, as to actions to 
obtain registration through fraudulent or other improper 
means, 1n line with the provisions of Article 58 Section 3 
of the “General Rules of Civ:! Law,” actions committed 
“by fraudulent means” by one party, “which violate legal 
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or public interests,’ are invalid [null and void] civil 
actions, As invalid civil actions have no legally binding 
force from the time the behavior begins, cancellation of 
trademark rights means that exclusive trademark rights 
are terminated beginning not on the day they are can- 
celled, but rather are null and void from the day the 
behavior begins, giving them back-dating force. As to 
invalid civil behavior, anyone can request validity certi- 
fication So this section of our revised Trademark Law 
provides that in addition to the Trade Mark Bureau 
having cancellation authority, other units and individ- 
uals can request cancellation so that, with a ruling by the 
Trademark Examination Commission, the registered 
trademark will be cancelled. This provision is fully in 
accord with Civil Law provisions on invalid civil 
behavior. 


4. They Increase the Penalties for the Criminal 
Counterfeiting of Registered Trademarks 


In recent years, all sorts of illegal criminal acts, such as 
imitating others’ registered trademarks, counterfeiting 
others’ registered-trademark symbols, and selling com- 
modities clearly known to have fake registered trade- 
marks, had become rampant, continuing despite 
repeated crackdowns, to directly infringe upon registered 
exclusive trademark rights, bring severe chaos to socio- 
economic order, and iniringe on the legitimate rights and 
interests of the masses of consumers. The increase in 
fake commodities was a negative effect of the replace- 
ment of the old economic system with the new, which 
negative effect had not been curbed for many reasons. 
While certain criminal elements manufactured fake and 
shoddy commodities, counterfeited others’ trademarks, 
and used the means of bribes to promote sales to earn 
exorbitant profits, the industrial and commercial admin- 
istrative management sector imposed mostly fines in 
such criminal cases, which objectively fostered criminal 
arrogance. In addition, Article 127 of the PRC “Crimi- 
nal Law” set too light penalties for counterfeit trademark 
crimes, providing only for imprisonment for up to three 
years, detention for [community] service, or fines. For 
those who obtained huge amounts of illegal income, such 
penalties were obviously too light to have a deterrent 
impact. In light of this, the Seventh NPC Standing 
Committee passed on 22 February 1993 the “NPC 
Standing Committee Additional Regulations on Pun- 
ishing the Criminal Counterfeiting of Registered Trade- 
marks” (abbreviated hereafter as “Additional Regula- 
tions’). These Additional Regulations provide 
important revisions and additions to the pertinent parts 
of our “Criminal Law,” which in detail are as follows: 


|. They increase the statutory penalties for such crime. 
All who illegally use trademarks the same as other 
registered trademarks for similar commodities, where 
the illegal income is large or in other serious cases, or 
who sell commodities well known to bear counterfeit 
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registered trademarks, where the illegal income is large, 
can be sentenced to up to three years of imprisonment, 
with those where the illegal income is enormous being 
sentenced to 3-7 years imprisonment, as well as fined. 
And those who counterfeit or manufacture without 
authorization others’ registered-trademark symbols, or 
sell registered-trademark symbols that are counterfeited 
or manufactured without authorization, where illegal 
income is large or in other serious cases, can also be 
punished according to the abovementioned statutory 
penalties. 


2. Article 127 of the PRC “Criminal Law” provided for 
“imprisonment for up to 3 years, detention for service, 
or fines.” This provided for choosing just one penalty, 
being commonly called “punishment without fines, or 
fines without punishment.” As it used the word “or” 
rather than “and,” the “Additional Regulations” pro- 
vide for fines also for criminals sentenced to up to 3 
years imprisonment or detention for service, as well as 
for those sentenced to 3-7 years. This will economically 
curb this type of crime, keeping such criminals from 
benefiting economically. 


3. Article 127 of the PRC “Criminal Law” also made 
provisions concerning ‘violations of trademark manage- 
ment laws and regulations, in which industrial and 
commercial enterprises counterfeit other enterprises’ 
already registered trademarks....”’ It is not hard to see 
that this section provided only for cases in which indus- 
trial and commercial enterprises counterfeited trade- 
marks, not ones in which individuals did so. As this was 
obviously out of line with China’s current conditions, 
the “Additional Regulations” delete the words “indus- 
trial and commercial enterprises.” 


4. The “Additional Regulations” provide that “where 
enterprises and institutions commit the above two 
crimes, their units will be fined and, as to their respon- 
sible personnel [1] and others [2] who are directly liable, 
criminal liability will be investigated and affixed 
according to the above two regulations.”’ While China’s 
criminal law used to provide for a single penalty system, 
legal persons [corporations] can now be regarded as 
criminal subjects, which can be sentenced to fines, with 
the two abovementioned liable subjects being sentenced 
to deprivation of their freedom. 


5. The “Additional Regulations” provide that “‘for state 
workers who exploit their posts to deliberately shield or 
prevent the prosecution of enterprises, institutions, or 
individuals that they well know have criminally violated 
these regulations, their criminal liabilitty will be inves- 
tigated and affixed according to the provisions of Article 
188 of the Criminal Law.” In other words, state workers 
who commit the above crimes will be punished 
according to Article 188 of the Criminal Law on illegal 
embezzlement by company employees. [passage 
omitted] 
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AGRICULTURE 


Sichuan Implements Preferential Cotton Policies 


94CE0398C Chengdu SICHUAN JINGJI RIBAO 
in Chinese 8 Mar 94 p 3 


[Article by You Huoging (3266 3499 3237): “Fixed 
Quota Purchasing of Cotton Will Certainly be Smoothly 
Completed—Sichuan Province Prescribes Preferential 
Measures for the Promotion of Cotton Production” 


[Text] The Sichuan party committee and the Sichuan 
government have recently decided on a preferential 
policy to promote cotton production. The particulars 
are: 


1. In the case of cotton farmers, the system of fixed quota 
purchases by contract shall be continued. Uniform pur- 
chases of the cotton designated in the contracts shall still 
be effected by the supply and marketing cooperatives (in 
districts with fertile land and abundant harvests pur- 
chases may be entrusted to the processing plants for 
improved varieties of cotton) and there would be no 
harm in actually opening cotton markets. This year’s 
plan provides for 2.2 million mu of cotton acreage for 
the entire province, with a the responsibility to buy a 
fixed quota of 2.2 million dan. 


2. According to a decision by the state council, Sichuan 
province will again raise the purchasing price for cotton, 
namely for each 50 kg of standard grade (grade 3, 27 
millimeters) ginned cotton, last year’s price of 330 yuan 
is raised to 400 yuan. Price differentials for different 
grades are also adjusted and raised by 6 yuan. 


3. Redemption of [above-norm production] bonus sales 
of chemical fertilizer and diesel oil shall be effected 
according to the differential between parity prices and 
negotiated prices, that is, with each purchase of 50 kg of 
ginned cotton an allowance of 14 yuan shall be paid as 
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differential between parity prices and negotiated prices 
of chemical fertilizer and diesel oil. 


4. The provincial government has decided to continue to 
uphold the cotton support policy; for each 50 kg of grade 
1 to 4 ginned cotton purchased, a subsidy of 15 yuan 
shall be paid by the provincial treasury. 


5. Cotton that was grown without having been included 
in the plan shall be fixed up within the provincial plan 
and shall be treated equally without discrimination with 
regard to applicability of policies. 


6. The provincial finance administration’s cotton sup- 
port policy for cotton farmers with regard to plastic 
mulch film shall remain unchanged. 


The Sichuan provincial party committee and the provin- 
cial government also asked the banks, supply marketing 
cooperatives, and other such agencies to ensure avail- 
ability of funds needed for cotton production and to 
ensure supply of agricultural means of production. The 
official agricultural agencies must conscientiously and 
effectively survey and report plant diseases and insect 
pests and undertake preventive and curative action. 
They must perfect the establishment of bases for the 
growing of high-quality cotton. The provincial party 
committee and the provincial government ask all local- 
ities to exert efforts to fulfill and overfulfill the cotton 
quota procurement tasks of the province, so as to raise 
Sichuan’s cotton production from out of its low state and 
to make increased production and increased income a 
reality. 


Sichuan Spring Grain Area 


94CE0397R Chengdu SICHUAN RIBAO in Chinese 
1] Apr 94 pl 


[Summary] In 1994 the spring grain area in Sichuan 
Province will be 102 million mu. The corn area will 
exceed 10 million mu. 
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Major Obstacles To Building Spiritual Civilization 


94CM0209B Shanghai SHEHUI [SOCIETY] 
in Chinese No 109, Feb 94 pp 38-39 


[Article by Ling Qi (0407 3825) and Fang Zhengxin (2455 
2973 1800); edited by Lu Jian (7120 0256): “Outstanding 
Issues in Developing Spiritual Civilization” ] 


[Text] [Excerpts] [passage omitted] 


One is that it lacks a “position” in the brain. Some 
cadres and people believe that developing the economy 
is hard and practical and developing the spiritual civili- 
zation is soft and empty. So, they lack a strong sense of 
urgency toward developing the spiritual civilization. 
Some comrades believe that with the whole party taking 
development of the economy as its core, development of 
the spiritual civilization should ‘“‘clear out and make 
way.” If we only do a good job on the economy, we can 
“cover 100 uglies with one pretty,” and development of 
the spiritual civilization will automatically come up. In 
the vast majority of enterprises, factory head and secre- 
tary are shouldered by the same person and he has no 
time to attend to the development of the spiritual 
civilization. In quite a few enterprises, the full-time 
assistant secretary is the main person responsible for 
running the factory or is concurrently chief of the polit- 
ical work section, carrying little weight. This causes the 
occurrence of “the factory head does not have the energy 
and the secretary does not have the authority; the factory 
head is not in position and the secretary is afraid to 
exceed his position” in enterprise political ideology, and 
the development of spiritual civilization is an “empty 
portfolio.” It is said from the ranks of the political 
workers themselves that in the great tide of the market 
economy, some comrades mistakenly believe that now is 
the “spring of economic work and the fall of political 
ideological work.” They say that “ten years of supply and 
marketing makes one wealthy, ten years of science and 
technology makes one highly skilled, and ten years of 
political work is all in vain” and “a basket of great 
principles is not equal to a single great solidarity.”’ They 
have a losing feeling, a feeling of self-pity, and a feeling 
of crisis about developing the spiritual civilization. A 
few comrades have the one-sided understanding that “if 
one has a ticket he gets a seat and if one does not have a 
ticket, he gives up his seat.” They think with all there 
heart about leaving their political work position and 
changing jobs to struggle for money. 
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The second thing is not knowing how to do the work. 
Some grassroots party organizations are not clear on the 
details of enhancing the spiritual civilization in the 
market economy. They generally feel that they “cannot 
use the old way, they do not know how to use the new 
way, and they dare not use the reckless way.’ The 
thinking of some comrades remains in the old set pat- 
terns of the planned economy. They are set in their old 
ways and are not apt to learn to change to a new 
situation. In their work they only go by the book and by 
their superiors and not by practice. They indiscrimi- 
nately copy and indiscriminately go by the convention, 
copying mechanically and weakening the attraction of 
political ideological work. 


The third thing is that they lack the ticket for input. Only 
if one has input does he have output. The spiritual 
civilization also is this way. The present soaring devel- 
opment of the economy is incompatible with ideology 
and culture. Quite a few units do not have a place for 
recreational and sports activities, they do not have a 
book and newspaper reading area, and a few units have 
even squeezed out the “grassroots party school” and the 
“staff and workers house,” and have relaxed the ideolog- 
ical education outside the eight hours. There are some 
units that although they have an activity area, do not 
organize activities and it is in name only. 


The fourth thing is that the evaluation lacks standards. 
Achievement in developing the spiritual civilization can 
not be measured in figures like achievement in economic 
development. Development of the spiritual civilization 
has its abstract nature. Even though there are testing 
norms, they start with the hardware of developing the 
spiritual civilization. This time we investigated some 
grassroots party committees and discovered that not one 
had established a relatively complete inspection, com- 
parative appraisal, and testing system for developing the 
spiritual civilization. A leader in a certain department 
said that now from top to bottom everyone is shouting, 
“Grasp with both hands, be firm with both hands.” At 
what level do leaders truly manage to do solid work in 
developing the spiritual civilization? They just clamor, 
they do not establish a model. A certificate of responsi- 
bility is signed for economic work, a certificate of 
responsibility 1s signed for environmental protection, 
and a certificate of responsibility is signed for public 
security, but no department or system has signed a 
certificate of responsibility for developing the spiritual 
civilization. Testing lacks standards and lacks binding 
mechanisms. Responsibility for evaluation does not 
truly fit into the scope of the responsibility of the 
position of anyone in charge of any level of the party or 
government. 
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Navy Lt. Commander on Role of Blue-Water Navy 


94CM0241A Beijing JIANCHUAN ZHISHI 
[NAVAL AND MERCHANT SHIPS] in Chinese 
No 2, 8 Feb 94 pp 2-3 


[Article by Lcdr. Yang Zhiqun (2799 1807 5028): “Offic- 
ers’ Forum—Brown Water, Blue Water—Thoughts on 
Naval Theory”’] 


[Text] Editor's Note: Based on the concern of our 
numerous readers about naval issues, this publication is 
coming out with a new exploratory column—*“‘Officers’ 
Forum,” and inviting some officers to talk about their 
individual viewpoints. At the same time, we also hope that 
our numerous readers will make some suggestions 
regarding the new column. 


This is a very small planet and one third of the planet’s 
surface is black land. The other two thirds is blue sea. 
The black of the land extends to the blue of the sea and 
the blue sea washes the black land. Where they intersect 
the mixture becomes brown, and the brown water is the 
transition between the black land and the blue water. 
There is one very important point: All people live on 
land. Only by sailing a ship can we go down to the brown 
water and enter the blue water. 


All newly-constructed ships enter the water from berths 
and docks on the land, and when construction is com- 
pleted, all ships are sailed out to sea from ports on the 
land. All eariy fleets went out to the vast blue waters 
from brown water close to land. 


When a ship is outfitted with weapons, it becomes a 
naval ship. Seamen undergo training to become sailors. 
Sailors and naval ships are organized into fleets, and 
under the command of an admiral, the fleet becomes a 


navy. 


Navies all go down into the water from the land, first the 
brown water, then the blue water. 


Navies establish bases on land. Naval ships and aircraft 
set out from the bases and attack and beat back the 
enemy in the brown water. 


If the enemy in the brown water is defeated or driven off, 
the navy returns to its base and rests, reorganizes, and 
replenishes, and prepares for the next attack. If it is 
defeated, the navy escapes back to its base to hide. If it is 
not even secure in the base, the whole navy is annihi- 
lated. 


The navy, stationed at the base, waits to annihilate the 
enemy in the brown water. The principal naval tactics 
are developed and formulated according to this line of 
thinking. 


Bases are generally distributed equidistantly along the 
coast, and assault forces are deployed in key directions. 
Naval base forces are deployed in accordance with this 
principle. 
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Forces are composed of coastal based aircraft, subma- 
rine formations, and formations of surface ships and 
boats capable of carrying out an assault in brown water. 
Coordinated coastal defense fronts and small ships and 
boats can protect base defensive forces. The organization 
of the navy’s basic forces is designed, planned, and 
developed in this way. 


The overall plan of relying on the coastal land and 
keeping the brown water in view is called naval strategy. 


But things generally are not like this at all. The navy by 
nature must be concerned about the blue water. 


Blue water has had a very long maiden period. The first 
navy to bravely go into its depths and draw its sea-lanes 
was the Ming Dynasty eunuch Zheng and the Chinese 
fleet that he led across the Indian Ocean for the first time 
in the early 15th century. Eighty years later, for the first 
time the Portuguese navy went around the Cape of Good 
Hope and proceeded to the Orient and the Spanish navy 
crossed the Atlantic for the first time and passed through 
the West Indies and saw the Pacific Ocean. 


The blue water has greeted the master and has greeted 
the hegemonist. It was almost immediately recognized 
and carved up. In 1494 a straight line was drawn along 
the 48th longitude 2,057 kilometers west of the Cape 
Verde Archipelago formed an eastern and a western half, 
and divided up the great hegemony of Portugal and 
Spain. 


The blue-water navy began from that. 


The blue water has its own blue-water logic: The ocean 
does not belong to anyone. The ocean is the common 
property of everyone. In world competition, common 
property also is the property of the strong. Whoever is 
strong occupies it first, and whoever occupies it first, has 
it first. The blue water has its own blue-water stage. Time 
changes and is fickle with all leaders. The invincible 
Spanish fleet, the unsinkable imperial fleet, Holland, 
France, Japan, the Third Empire to the United States 
and Soviet nuclear navies of the Cold War, the blue- 
water hegemonists in blood and fire have torn each other 
apart and fought to the death, down through history it 
has never ended. 


Blue water has its own blue-water rules. After a thousand 
years of evolution, the ancient land powers’ concept of 
natural expansion of sovereignty into the sea ultimately 
evolved to the two modern principles of freedom of the 
high seas and sovereignty of territorial waters. With the 
current newly-arising countries, the development of 
technology to exploit the ocean, and the ever-growing 
demand for ocean resources, such concepts as the “‘archi- 
pelago principle,” “contiguous zones,” the “continental 
shelf,” “special economic zones,” and “ocean-bottom 
resources as the common legacy of humankind” arise. 


The blue-water navy is completely different from the 
brown-water navy. 
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The first person who changed from the original single 
masted and single sailed ships to the multiple masted 
and multiple sailed ships was the first person to turn his 
sights to the blue water. But he still was a “blue-water 
person” looking at the blue water from the land. 


In 1584 when the English Queen Elizabeth ordered the 
pirate admiral Drake to command a ship and attack the 
Spanish fleet in the West Indies, she was a “blue-water 
person” looking from the blue water to the blue water. 
And in this century after the commanding officer of the 
first guided missile nuclear submarine, the George 
Washington, in July 1960, successfully fired a Polaris 
intercontinental guided missile from his boat, he actually 
was the first “blue-water person” to look back at land 
from the blue water. 


An historical! regression also 1s a logical regression. The 
navy sailed to the blue water from the brown water to 
conquer the ocean, but conquering was by no means the 
objective. The ocean was conquered to use the ocean. 
The navy campaigned the length and breadth of the blue 
waters to use the ocean. But using still was not the 
objective. The use of the ocean was to counteract the 
land! 


The navy went into the blue water for the blue water, but 
more than that it went into the blue water for the land. 


The blue-water navy has its own blue-water navy 
thinking. 


Because it goes into the blue water to use the biue water, 
it by no means takes what occurs on the sea as the goal of 
its actions, but it takes “control of the seas” as its goal. 
Luo-si-ji-er [5012 2448 1015 1422] said, “The function 
of a sea force is to seize and maintain control of the seas 
and put them to !ts own use, while preventing the enemy 
from controlling the seas.” 


But “controlling the seas,” what objective can it achieve? 


First, it protects commercial trading and ensures that 
trading sea-lanes are unimpeded. Secondly, it can use sea 
forces to capture trading transfer points, colonies, and 
bases in distant lands, as Alfred Mahan said. Old Mahan 
after all was a man of the last century. He could not 
understand the significance of blue water as a strategic 
nuclear base, nor could he understand the significance of 
blue water as a treasure house of resources. 


He-de-li Bu-er [6378 1795 0448 1580 1422] said, “There 
are two other uses for sea forces that by no means depend 
on the basic objective of relying on the sea as a main line 
of transportation. The first is that certain countries 
utilize sea forces as a system of strategic nuclear weapons 
deployed at sea, or to resist enemy strategic weapons 
systems. The second objective has become more and 
more obvious only in the past ten years. A country uses 
military forces at sea to seize or expand its own ocean 
resources and to safeguard them from being threatened 
from the outside.” 
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In its traditional meaning, navies go into blue water first 
for transportation lines, second for nuclear bases, and 
third for ocean resources. 


The concept of using huge fleets to protect transporta- 
tion lines at sea or the merchant fleet of one’s own 
country is somewhat outmoded, because every large 
country should believe that the security of international 
sea-lanes can be maintained by more civilized and more 
intelligent means. The concept of maintaining a huge 
sea-based nuclear force in the blue water to obtain a 
reliable strategic deterrent is somewhat a product of the 
Cold War, at least after the Cold War, it cannot be ample 
reason for developing a huge blue-water navy. 


The concept of developing a modern blue-water navy to 
join in the approaching fight for blue-water resources 
somewhat deviates from the spirit of the present inter- 
national law of the sea. In international law the concept 
of no controlling land, in which blue-water resources are 
the common legacy of humankind and not to be had by 
whoever first occupies them, is a principle that is 
becoming generally accepted. 


Blue water as before and blue-water navies today 
encounter perplexities. 


Navies after all have not forgotten that they went into 
the blue water for the land. 


When state sovereignty is limited to land borders, the 
navy patrols the brown water to safeguard the country’s 
land. When such concepts in modern international law 
of the sea as “contiguous zones,” “continental shelf,” 
and “special economic zones” began to extend the legal 
meaning of state sovereignty to brown waters, the impli- 
cations for the country’s land that the navy should 
safeguard changed and by direct inference, the navy in 
the new meaning of safeguarding the country’s land 
patrolled the blue water. 


When the present world was divided into two large 
opposing blocs, each navy to contend for world hege- 
mony made its bid in blue water, because either side 
could encounter its adversary in blue water, and one side 
need only completely withdraw from the arena and the 
the other side could realize its aspiration of controlling 
the blue water. When one side ultimaicly realizes this 
aspiration, it has no adversary in the arena and its navy 
does not patrol the blue water to drive out the adversary, 
but patrols the blue water to take advantage of the blue 
water to offer resistance close to its country’s land. 


When a country’s security is military security, the navy 
patrols the blue water as a means of military combat. As 
the world enters a new era, and state security is more 
importantly expressed as economic security and envi- 
ronmental security, the navy with its unique character- 
istic of “using non-combat forms,”’ must patrol the blue 
water in a new guise as economic and diplomatic emis- 
sary and as guardian of environmental security. 
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When a country outside of brown waters asserts sover- 
eignty over land or islands, its navy will patrol the blue 
water. 


When a country still maintains a nuclear deterrent as the 
content of its national security strategy, its navy will 
patrol the blue water. 


When a country has the humiliation of being chased out 
of an ocean, today when it also has an extremely great 
oceanic interest, its navy will patrol the blue water. 


Sticking to its old ways, the navy will patrol the blue 
water. 


This is a very small planet and the planet’s surface has 
black land, brown water, and blue water. 


The international law of the sea today stipulates thus: the 
black land is yours, the blue water is everyone’s, and the 
brown water is yours and everyone’s. 


Oceanic politics today is expressed thus: Guard yours 
and categorize everyone’s. 


The enlightenment from historical experience today is: If 
you cannot occupy yours, it is someone else’s. 


The next century has this prediction: The black land 
belongs to the dried up past, the brown water belongs to 
the unfolding present, and only the blue water is the 
hopeful future. 


The navy is a legal person in the law of the sea, is a tool 
in oceanic politics, is a student of historical experience, 
and is a harbinger of the next century. 


Brown water, blue water, the navy patrols in them. 


Profile of Air Defense, Anti-Ship Missile Systems 


94CM0248A Beijing HANGKONG ZHISHI 
[AEROSPACE KNOWLEDGE] in Chinese 
No 3, 6 Mar 94 pp 12-14 


[Article by Zong Shu (1350 2885): “Various Chinese- 
Produced Air Defense and Anti-Ship Missiles”’] 


[Text] Air Defense Master 


The HQ-2B ground-to-air missile is a Chinese-developed 
high speed, high efficiency, all-weather, omni-bearing 
combat, mobile, intermediate altitude and high altitude 
air defense weapon. This missile makes wide use of 
modern technology. It possesses not only the head-on 
attack capability common to ground-to-air missiles, but 
flank attack, and stern-chase attack capabilities as well. 


Modern offensive air weapons frequently emit all kinds 
of jamming, and they maneuver in flight as a defense 
against ground-to-air missiles. Thus, ground-to-air mis- 
siles must possess strong ability to resist jamming, a large 
battle sky, and flexible ground mobility in order to attack 
various types of mobile targets, and they must have fairly 
high survivability. The HQ-2B missile is highly resistant 
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to jamming; it is able to attack targets 1noving at a wide 
range of speeds, has a large battle sky, and a high kill 
probability; it is very able to attack moving targets; and 
all of its weapons systems and parts make wide use of 
digital circuits. Its command and control systems are 
computer-controlled. Therefore, this missile meets the 
requirements of modern air-defense. 


The HQ-2B missile is used mostly to defend important 
areas. It may be used alone or as part of a weapons 
system group, one group linked to another for large area 
echelon defense. Alternatively, several weapons systems 
may form a circular defense against a single target. 


This missile is used primarily to attack bombers, fighter 
bombers, fighters, reconnaissance aircraft, and helicop- 
ters. It may also be used to attack air-to-ground missiles. 
It may attack either single targets or groups of targets. It 
may attack high speed targets or low speed targets. The 
HQ-2B missile attacks aerial targets flying at high speeds 
and at a range of altitudes. Missiles such as this one can 
be counted on the fingers. The maximum combat alti- 
tude of this air defense missile is 27 kilometers, and its 
minimum combat altitude ts | kilometer. Its maximum 
combat slant distance is 40 km, and its minimum slant 
distance is seven kilometers. The missile’s maximum 
flight velocity is 1,250 meters per second. This means 
that the velocity of the target being attacked may not 
ex-eed 750 meters per second. The single missile kill rate 
probability for this missile is no less than 0.92. Against 
targets whose velocity is not greater than 750 meters per 
second, the single missile kill rate probability is no less 
than 0.73. 


Inasmuch as the HQ-2B is an omni-directional, ground- 
to-air missile that can make flank attacks or stern-chase 
attacks, it can attack anti-missile moving targets and 
turning attack targets. This is where this missile is 
superior. The HQ-2B missile’s combat altitude is the 
maximum flight altitude of modern aircraft; its combat 
slant range can be maintained within the combat altitude 
range; and its kill area is sufficiently deep. Thus, it can 
effectively kill intruding aerial targets. This range of 
speeds at which this missile can attack targets covers all 
the range of speeds of iuodern aircraft. A certain kill 
probability against high speed targets 1s another special 
feature of this missile. 


The HQ-2B missile weapons system is made up of 
missiles, a guidance station, and launch equipment. The 
layout of a basic firepower unit is as follows: 12 missiles, 
one guidance station, and launch equipment (made up of 
12 mobile launch vehicles and one launch control vehi- 
cle). Guidance is provided by connecting the main flight 
level with the booster level, using a fuze-warhead having 
strong killing power. Its anti-jamming phase comparison 
fuse can adjust the time of detonation of the warhead by 
comparing the relative speed of the target and the 
missile, so that the warhead explodes when the target is 
in the best location to be killed. Large shrapnel type 
warheads have a high dispersion speed and high armor 
penetration capabilities that insure that any target that is 
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attacked is killed. The guidance station employs an 
anti-jamming digital code command transmission for 
signal transmission. The missile carries a corresponding 
anti-jamming digitally coded radio-control device. Con- 
sequently, signal transmission is accurate and reliable, 
and anti-jamming capability is strong. 


Since the weapons system has guided missiles that use 
employ various guidance patterns, in each salvo (1 to 3 
missiles) of a running launch (or cluster launch), a 
different guidance pattern may be used to guide the 
missiles. This makes it possible to attack high speed 
targets, mobile targets, targets with on-board jammers, 
and low altitude targets. The HQ-2B mobile launch truck 
is self-propelled tracked vehicle that can both launch and 
transport missiles. 


Patriotic “Smart Kid” 


The HN-SC is a Chinese-developed short-range mobile 
air defense missile system that is used mostly to deal 
with the threat from sub-sonic, low flying, fighter aircraft 
and armed helicopters. It is a spot defense system all of 
whose combat equipment is loaded on one light cross- 
country vehicle. It is very mobile; thus, it can be rapidly 
deployed as needed to any combat zone. 


This missile system is composed of guided missiles, 
complete optical target detection and tracking sensors, a 
turret, a fire control computer and launch control elec- 
tronic equipment, a missile launch rack, a power supply 
system, and radio data transmission, position finding, 
and direction detection equipment. All combat equip- 
ment in the firepower unit (including two operators and 
several missiles) are loaded on a single light cross- 
country truck that can travel at 60 kilometers per hour 
on a highway, and 30 kilometers per hour on a dirt road. 


The complete optical target detection and tracking 
sensor units consists of an infra-red ray angle tracker, a 
television controller, and a laser range finder. The func- 
tion of the infra-red angle tacker is to track the direction 
of the target indicator to find and lock on to the target, 
and then switch to automatic tracking to guide the 
missile’s target-seeker to lock on and track the target. 
The television controller employs a double field of vision 
working mode. When it seeks and finds a target, it uses a 
wide field of vision, then it brings the target into the field 
of vision of the infra-red ray goniometer until the infra- 
red ray goniometer locks on to the target. The laser range 
finder is used to measure the distance between the target 
and the firepower unit in order to calculate accurately 
the aiming lead required for the missile launch and to 
judge launch conditions. 


The turret is what carries the missile launch box and the 
target detection and tracking sensor unit. It has three 
working modes, namely initial switching, lock following, 
and lead switching, depending on the signals from the 
fire control computer and the target detection and 
tracking sensor. It operates in 360 degrees, its elevation 
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angle is from 2 to 85 degrees, its angular velocity is 
0.25-50 degrees per second, and its tracking precision is 
as little as 4 meters. 


The fire control computer is the key piece of equipment 
in the missile weapons system’s automated combat con- 
trol. It has multiple functions such as producing target 
detection, tracking, and laser range finder launch syn- 
chronous pulse control commands. It also issues com- 
mands to power up the missile, to lock and unlock the 
missile’s target-seeking device, and to launch the missile. 


The HN-5C missile employs a passive working mode, 
which greatly reduces the probability of enemy aircraft 
detection. It has good concealment characteristics. Its 
target detection range is 7 kilometers, system response 
time is short, and combat efficiency is high. It may be 
used on various kinds of trucks, and it can be rapidly 
deployed. It can be used in night combat. 


Plans call for the use of a wheeled armored vehicle to 
transport the HN-5C, and the use of an infra-red ray 
detector. This will permit the missile to not only do 
stern-chase attacking, but it will also have a forward 
attack capability. 


Aerial Harpoon 


The Chinese-developed C601 is an air-to-ship tactical 
missile weapons system. It is slung beneath the wings of 
the Hong 6D medium range bomber for use against large 
and medium size surface ships that enter coastal waters. 


This weapons system is made up of C601 guided mis- 
siles, on-board aiming and launching equipment, and 
ground technical support equipment. C601 missiles may 
be launched from an altitude of 1,000 - 9,000 meters, 
and the combat radius of the Hong 6Ds that carry them 
is between 1,800 and 2,000 kilometers. Thus, a C601 
missile weapons system can control a very large ocean 
area. The maximum effective range of a C601 missile is 
between 100 and 110 kilometers; the maximum powered 
flight distance is 150 kilometers; and the launch sector 
angle is plus or minus !2 degrees. Once the missile is 
launched, no control is needed. This means that once 
launched, the carrier aircraft can leave the combat zone 
at once or carry out follow-up missions. Not only does 
this protect the aircraft, bui it also improves its combat 
capabilities. When the C601 missile is cruising in level 
flight, its altitude may be 50, 70, or 100 meters above the 
water, and its causing speed is 0.9 times the speed of 
sound. This missile’s outstanding points are a long 
period of independent flight, good concealment, and low 
altitude penetration. Its homing target hit probability 
rate is greater than 90 percent. This missile’s warhead 
carries a large charge, is powerful, and it has a shaped 
charge that can pierce armor, explode, and fragment. 
Single or multiple missiles may be launched. A single 
missile is enough to seriously damage or sink a 3,000 ton 
class or above destroyer or a 10,000 ton class transport. 
Since a monopulse active radar is used in missile’s 
terminal guidance, it is able to resist the waves and all 
kinds of jamming. 
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The C-601 is a cruise missile composed of a body, a 
control and guidance system, a power system, an elec- 
trical system, and a warhead. The missile is 7.36 meters 
long. and its launch weight is 2,440 kilograms. The 
missile is a symmetrical, normal type, aerodynamic, high 
subsonic speed flight vehicle that employs a post-launch 
independently controlled and terminal stage automatic 
homing guidance system. The onboard terminal homing 
radar provides target information about flight direction 
and pitch to guide the missile to the target following 
preset homing instructions. The power system consists of 
a liquid fuel rocket engine and an oxidizing agent blow- 
off system. The warhead contains a high energy mixed 
charge. Its front end is a hemispherical, metal, shaped- 
charge cover. Following ignition, a high temperature 
metallic jet flow occurs that can penetrate up to one 
meter thick armor plate. 


This missile’s weapons system works in combat in the 
following way: After the on-board aiming and launching 
equipment sets the firing data parameters for the C-601 
missile, the missile is fired from the aircraft. During this 
period, the missile goes into an unpowered glide. When 
the missile reaches 850 meters above the sea, the engine 
ignites causing the missile to pick up speed. When the 
missile glides to 500 meters above the sea, it shifts to 
ultra-low altitude, constant velocity, cruising flight. 
When the missile comes within the set firing range, the 
on-board Doppler homing radar shuts off, and the active 
terminal homing radar switches on to seek, lock on, and 
track the target. At this time, the missile’s homing system 
automatically switches to the self-guidance mode to 
guide the missile in a dive toward the target. When the 
missile crashes into the target, the fuze detonates the 
warhead to destroy the target. 


The C-601 missile formed the basis for research and 
development of the C-611 air-to-ship missile whose 
range has increased to 200 kilometers. 


Anti-Ship Star 


The C-101 is a supersonic, super low level tactical 
anti-ship missile developed in China. This missile may 
be carried on both aircraft and ships for use mostly 
against large and medium size surface targets in the 
destroyer class or above. The C-101 missile weapons 
system consists of missiles, a carrier fire control system, 
launch equipment, and a ground system. It is at the 
advanced level of the 1990s. Its ability to cruise at 
supersonic speed just above the waves is one of its 
important features. 


The C-101 missile cruises above the waves at an altitude 
of 50 meters. When it 1s about 3,000 meters away from a 
target, the missile dives to an altitude of five meters to 
hit the target. This gives the missile concealability and 
enables it to hit the target near its water line. This missile 
maintains a supersonic flying speed that is two times the 
speed of sound when in flight against a target. Its 
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concealability and speed means that the C-101 missile 
has very high penetration ability. In a diving attack 
3,000 meters away from a target, the sudden maneu- 
vering of the missile just at the point where an enemy 
anti-missile weapon might attack it greatly reduces the 
probability that the enemy will be able to stop it. Since 
the missile’s homing system uses a monopulse terminal 
homing radar, and since it is able to skim the waves at 
supersonic speed, its anti-jamming capability is strong. 


This missile weapons system has a fairly high hit prob- 
ability rate and destruction rate. The C-101 missile uses 
a supersonic high energy, semi-armor piercing, explosive 
warhead, and a time delay contact fuse. The warhead 
weighs 300 kilograms, making it larger that the warhead 
on similar foreign anti-ship missiles. Once launched, the 
missile flies entirely independently, that is, it flies unat- 
tended after launch. During its independent control 
Stage, it relies on the on-board control system for flight 
control. During the self-homing stage, it relies on the 
on-board terminal homing radar and the automatic 
tracking radar. This permits the aircraft that carried the 
missile to return to base at once following launch, or to 
Carry out other missions. 


The C-101 missile’s aerodynamic shape is a canard 
layout in which two liquid fuel ram engines are symmet- 
rically connected front and back to both sides of the 
missile. The missile body consists of a radar compart- 
ment and a warhead compartment. The missile employs 
an automatic pilot system that ensures that the missile 
flies at a pre-set altitude during the self-control stage. 
During the homing stage, the missile automatically 
tracks the target on the basis of control signals that the 
receiving radar emits. The terminal homing radar is 
located in the radar compartment. It is used to detect, 
lock on, and track ocean surface targets, and it sends 
corresponding control signals to the automatic pilot to 
effect automatic homing. Since the missile employs a 
supersonic, high energy, semi-armor piercing explosive 
warhead, it relies on the enormous kinetic energy that 
the missile’s high velocity generates to penetrate the 
armor and explode inside the ship to produce huge 
casualties. The on-board time delay contact fuze effec- 
tively controls the explosion of the warhead inside the 
enemy ship. 


The C-101 weapons’s system works in combat as 
follows: Once the on-board missile attack radar dis- 
covers a target, it conducts a target identification to 
select the target to be attacked. After tracking the 
target, the targets movement parameters are calculated 
and sent in real time to the missile’s director. The 
director plots the firing data. Next, combat parameters 
and instructions are set in the missile, after which a 
pre-launch test of the missile is made and the missile 
launch controlled (either a single or multiple missiles 
may be launched). After launch, the missile climbs to a 
pre-set altitude, glides, and enters level flight according 
to a pre-set procedures. During this process, the missile 
is accelerated to 1.8 times the speed of sound by a solid 
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rocket booster. After the booster falls away, a liquid 
fuel ram engine takes over to make the missile cruise 
steadily at two times the speed of sound. When the 
missile reaches a pre-set automatically controlled flight 
time, its on-board automatic pilot system switches to 
pre-programmed level flight, bringing to an end the 
automatically controlled flight stage. At this time, the 
on-board radar switches on to seek and track the target. 
After locking on the target, it goes into lateral and 
planar tracking of the target. A radio altimeter controls 
the missile’s descent to an altitude of five meters to 
attack the target. When the missile contacts the target, 
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the fuze begins to work. The warhead explodes after 
entering the ship near its water line to destroy the 
target. 


Flight tests show the C-101 missile to be at the level of 
the fourth generation anti-ship missiles of the 1990s. 


The foregoing is only a taste of China’s several air defense 
and anti-ship missiles. The materials used in them are 
good and expensive, and they ave attracted the interest of 
all countries in international defense exhibitions. 


3 TAIWAN 


Li Teng-hui: ‘Beneficiary’ of 28 February 
Incident? 

94CM0235A Taipei TZULI WANPAO in Chinese 
28 Feb 94 p 3 


{Article by Ch’en I-shen (7115 0308 3234), assistant 
researcher, Modern History Department, China 
Research Institute: “Victim, Injured Party, or Benefi- 
ciary?—Notes on What This Year's 28 February 
Incident Anniversary Will Do to Li Teng-hur”} 


[Text] Following the opening up of politics and society, 
there have often been different themes in the anniversa- 
ries of the 28 February Incident in the past several years. 
One time it was marked by the Legislative Yuan's 
standing in silent tribute for the first time, at another 
time it was the observance by the Executive Yuan's study 
group, and at still another time it was the observance at 
a grand meeting of the State Music Department—what 
will it be this year? From the TZULI WANPAO supple- 
ment one sees on the two palms of the old man Lin 
Mu-ch’i [2651 2606 2630] of Keelung the scars clearly 
left by wires, as well as the process in which 81 persons 
were formed 1n nine lines and shot dead. Certainly many 
people are shocked into jumping up and saying “Sure 
enough, it’s true...... Should this manifesation of oral 
history leave the most clear and lively impression at this 
year’s anniversary of the 28 February Incident? 


Unexpectedly, President Li Teng-hui, when receiving on 
24 February the family survivors of those killed in the 28 
February Incident, said that he was a victim (injured 
party”) of the incident, a statement that for several days 
running has been the focus of the news media. 


The 28 February Incident and White Terror Should Not 
Be Jumbled Together 


From the available material one cannot see a record of Li 
Teng-hui's taking part in the 28 February Incident or of 
him being made a victim of it. Someone then searched 
for an explanation in the direction of “the victims’ 
family members,” but after reviewing his family tree and 
geneology could find no evidence and could only 
describe him as a fairly abstract “injured party.” This 
will never satisfy the reader's curiosity. Li Teng-hui said 
clearly that he himself....[as published] Therefore, the 
heroic deeds of the fifties and sixties have been com- 
pletely revealed. and so has: Who joined the Communist 
Party, who was familiar with Huang Wen-hsiung [7806 
2429 7160}, who was the protaganist in the Chiang 
[5592] assassination case, and even the experience in 
White Terror on the part of other government officials 
who left the ranks to serve as a prop. 


In my opinion, the 28 February Incident has its partic- 
ular reason, course, and result, and it should not be 
lumped together with the White Terror of the fifties. 
Beginning on the evening of 27 February 1947 with the 
occurrence of the anticontraband tobacco incident, and 
going through the initial insurrection stage, negotiation 
and disposition stage. suppression and massacre stage, 
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up to 16 May when Wei Tao-ming [7614 6670 2494] 
became the provincial governor, abolished martial law, 
and ended the activities to eliminate the bandits in the 
countryside...this was the 28 February Incident. The 
White Terror of the fifties was, after the Kuomintang 
(KMT) “central” government moved to Taiwan, mainly 
focused on activities to eliminate Leftists and Reds. If 
the two are not clearly distinguished, how can we calcu- 
late the number of dead persons? How can we talk about 
cause and effect? How can we remember the lessons 
of history? 


Political Effect of 28 February Incident 


In the initial period after the 28 February Incident, the 
residents of Taipei City stagei a demonstration in 
which they carried the corpses of those who had been 
machine-gunned to death and shouted: “A Shan-tzu 
[7093 1472 0098]” killed these people. At the side of a 
fountain in Chiayi City, residents chased and beat 
people wearing Sun Yat-sen suits, and there was a clear 
image of clan conflict. However, if there were no 
enmity provoked by political rule, how could the 
cultural differences or clan contradictions of that time 
have become such a widespread and swift upheaval? 
The KMT’s way of handling the incident was not just 
to suppress the rebellion, but to carry out a retaliatory 
massacre, which caused the death, or the leaving or 
withdrawal from the political world of a large number 
of Taiwan's elites. One can well imagine the quality of 
the Taiwanese political figures who filled the vacancies 
at that time. Over the past decades local factions “have 
had license to run wild,” letting the KMT divide and 
rule, a situation that has a close connection to the 28 
February Incident. Therefore, the political effect of the 
28 February Incident is very clear. It settled the KMT’s 
stable rule on Taiwan for several decades, causing 
Taiwan “to have no” clan or crowd problem for several 
decades. However, the KMT, under the martial law 
system, to gloss over its nature as an external regime, 
hac ‘9 choice but to cultivate and use the Taiwanese 
“elites ° whom it trusted. Didn't Li Teng-hui have his 
meteoric rise under the circumstances of this general 
trend of events? If it is said that the KMT regime was 
a beneficiary of the 28 February Incident, how can 
it be said that Li Teng-hui was also not one of the 
beneficiaries? 


The Focus Was on How To Avoid “National Disorder” 


At the time of the 28 February Incident, although there 
no loud cries for Taiwan's independence, in Taipei the 
word “China” on the signboards of the China Tourist 
Association and the China Bank was pulled down, and 
many things connected with “China” were burned in 
the streets. It 1s not hard for us to feel that Japan, in its 
50 years of colonial but modernized rule, cultivated the 
people of this island—the Taiwan people’s conscious- 
ness of this should ferment. Although because time 1s 
not short and because of the restrictions of objective 
conditions, the elites who took part in the 28 February 
Incident probably have not reached a common under- 
standing about founding a new country, the entire 28 
February Incident really can be viewed as a “national 
disorder” that caused “injury to members of the 
same clan.” 
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Why did Taiwan want to be ruled by Japan? Why did it 
also want to be ruled by China? Without founding a new, 
independent country, how can a repeat of the 28 Feb- 
ruary Incident be avoided? Any introspection about, 
commemoration of, or disposition of the 28 February 
Incident, I’m afraid, must be examined with this criteria 
in mind. 


When the “28 February Incident delegation that traveled 
to America and returned home” requested that Li Teng- 
hui “publicly apologize,’ Li Teng-hui did not make a 
clear reply, but rather tried to mislead them with the 
emotional statement “I am also an injured party.”’ Actu- 
ally, the entire government’s handling of the 28 February 
Incident may be said to one of muddling along for the 
past year, that is, the measure for compensation is 
stranded in the Legislative Yuan, P’eng Meng-ch’i [1756 
1322 4874] still occupies an official building of more 
than 1,000 p’ing [one p’ing is an area six feet square], and 
the modern history of Taiwan, which the provincial 
historical documents society has time and again bragged 
about, was written with this idea of ourselves against the 
enemy .... What is strange is that recently the editorials in 
newspapers have maintained that it would be inadvis- 
able for Li Teng-hui, in his status as a Taiwanese 
president, to publicly apologize for the 28 February 
Incident! 


With regard to dealing with the aftermath of the 28 
February Incident, President Li Teng-hui—as a benefi- 
ciary of the KMT system—has very many things that he 
should do but has not yet done, and a public apology is 
only one of them. The Taiwanese people should know 
that language group affinity is not a necessary factor for 
founding a country. If people often, because of Li Teng- 
hui’s status as a Taiwanese president, lose their ability to 
think and are perfectly happy to let him “deceive them 
by playing on their feelings,” this precisely shows that 
they have not yet drawn the proper lesson from the 28 
February Incident. 


Newly Founded ‘Voice of Southern Taiwan’ 


94CM0263A Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 364, 5 Mar 94 pp Su 57 


[Article by Yang Ho-lun (2799 0735 0243) and Li 
Chia-hsing (2621 0857 5281) (Southern Report): “The 
Effect Caused by the Voice of Southern Taiwan in the 
Kaohsiung Area—Four Laymen Will Use 800 Watts of 
Power to Invade Greater Kaohsiung’’} 


[Text] [Excerpts] [passage omitted] 


In the last two months in the Kaohsiung area, more and 
more taxi drivers and factory workers have gotten into 
the habit of listening regularly every day to the programs 
broadcast on ““Nan-Sheng Tien-T’ai” [Voice of Southern 
Taiwan] radio station at 90.7 megahertz FM, because on 
this “unofficial frequency,” which has not yet been 
legally applied for, they can receive never before heard 
sensitive political topics and genuine local and media 
“news that slipped out.” 
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[passage omitted] 


Founded on the concept and the background of the 
“Ch’uan-Min Tien-T’ai” [All People’s Radio Station] in 
the Taipei area, the development of the Voice of 
Southern Taiwan has been rather similar. In the same 
way, it has first locked onto taxi drivers and metropol- 
itan factory workers as its listeners. The age distribution 
is concentrated at 20 to 35 years of age, and it seeks men 
as its principal market. 


Based on the reaction from the listener hotline in the 
more than two months since it began broadcasting, the 
Voice of Southern Taiwan has attracted the market goal 
that it originally locked on to, and has gradually taken 
the opportunity to expand to every level. So, the Voice of 
Southern Taiwan not only extended its five hours of 
programming to from seven o’clock in the morning to 
eleven o'clock, deep into the night, but established a 
broadcasting studio in Taipei and used the “hotline 
telephone” of the telephone and telegraph office for 
hosts in the south and the north to conduct simultaneous 
immediate on-site broadcasts and become a new non- 
main line voice suddenly appearing in the southern air. 


Because they have a shortage of funds, resources, and 
manpower, the program content first concentrates on 
innovation and defeating the opponent by surprise 
moves, like the use of the telephone hotline for simulta- 
neous north-south conversations to overcome the draw- 
back of the heavier concentration of political, economic, 
cultural, and social resources in the north of Taiwan than 
in the south. In the past it was necessary to spend time 
and money to invite famous people and famous 
spokesmen down. At the Taipei studio of the Voice of 
Southern Taiwan, they also can make immediate on-site 
broadcasts and at the smallest cost break the limitations 
of time and space and satisfy the southerners’ need to 
probe regional subjects. 


And they select 5:00 pm to 7:00 pm to broadcast this 
“Southern Taiwan at Dusk” program, because this 
period is precisely the “golden opening” when the 
evening newspaper is already published, and the parlia- 
ment and government are in recess, and the television 
news still has not appeared, cleverly standing out in a gap 
in the market. 


In addition, like what began on 28 February, the Voice of 
Southern Taiwan has especially made a special series 
that spans seven days, including lively historical data, 
oral stories, reports of commemorative activities in 
various places, scholars’ expert commentary, and field 
survey reports. Particularly valuable was the first reve- 
lation of a diary of Uncle Wu Po-hsiung [0792 0130 
7160] the year before he was murdered in the 28 Feb- 
ruary Incident. In it he recorded in great detail such 
sadnesses of the time as the descriptions of government 
officials, fluctuating prices, the sound of gunfire ail 
around, and the anxiety in people’s hearts. It was valu- 
able “field historical data” of the 28 February Incident. 
When the announcer read that on 16 March 1947, the 





40 TAIWAN 


day the author was caught, it was “blank” —-and later 
Aunt Wu Po-hsiung added the blood-stained words: 
** he died and his body floated to the side of the river.” 
Readers were choked up and listeners noses were 
stinging. [passage omitted] 


The Voice of Southern Taiwan has 200 watts of trans- 
mitting power (All People’s Radio Station only has 100 
watts), and is expected to expand its power to 400 watts 
before early March, and increase it to 800 watts in April. 
At that time, its transmitting range could extend to 
Chia-I, P’ing-tung, and the P’eng Hu offshore islands 
from the present greater Kaohsiung area, becoming the 
greatest electronic medium of the out-of-office forces. 
(The area has 5 million residents.) 


At the same time, the Voice of Southern Taiwan also has 
begun a “program exchange” with All People’s Radio 
Station to expand its dissemination. Within the next few 
days, it will overcome equipment and technology prob- 
lems by conducting southern and northern simulcasts. In 
the future, after the establishment of the Taichung 
station planned by Hung Chi-ch’ang [3163 1142 2490], 
northern, middle, and southern broadcasts will be for- 
mally joined and they will be moving toward the goals of 
a total island linkup and a local medium and truly put an 
end to the era of mainline monopoly of the electronic 
media. 


As the influence of the Voice of Southern Taiwan pro- 
gressively increases, although such people as Huang 
Chao-hui [7806 2507 6540] and Ch’en Chu [7115 5468] 
are putting their support on the table, there are only four 
people who have put their whole heart and soul into it, 
and they all were formerly laymen—the station master, 
Kuo Chien-chih [6753 1696 2535]; the program 
designer, Lin Ti-chuan [2651 3336 1227]; and broadcast 
engineers Huang Po-ch’ao [7806 0590 6389] and Wu 
I-chao [0702 0310 0340]. 


Station master Kuo Chien-chih smiles and says that he 
studied economics and formerly ran his own factory and 
knows nothing about a radio station. With Huang Chao- 
hui “bravely giving orders” and driving them on, after 
more than two months preparation, they had a trial 
broadcast and immediately formally began broadcasting. 
Everyone is learning as he works. Now it is generally 
considered that they have achieved a little bit of grueling 
success and the greatest joy is receiving encouraging calls 
from listeners every day. 


He recalls when they first began at the end of last 
September, for fear of interference and obstruction, 
everything was done in secret. In particular, transmitting 
and broadcasting equipment was all first broken down 
outside the country and made into parts, and after being 
transshipped trough two countries as hardware, it 
entered Taiwan. After that, technicians were engaged at 
a high price to come south from Taipei to reassemble 
them at a secret location, and they were transported to 
the station and hurriedly set up. 
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Since broadcasting formally began last 10 December, 
station workers all have discovered that a number of 
faithful listeners follow the development and growth of 
program content, and in the short period of over two 
months, it has seen surprising results. 


Lin Ti-chuan, who studied politics and is program 
planner and hostess asks with total confidence, “Who 
would still dare to say that our station’s listeners do not 
have standards?!” 


She brought up an example as explanation. When they 
first began broadcasting, because some of the criticism 
programs were misunderstood to “torture” the Demo- 
cratic Progressive Party (DPP), quite a few habitual 
listening “open platform political view club” DPP sup- 
porters one after the other called the station to protest, 
scolding by linking the 7hree-Character Classic and 
threatening wording. However, with the patient explana- 
tion of the programming people, one by one they 
demanded that “they themselves turn around and 
respect their weakness and maintain their poise.” From 
observing recent on-site hotline dialogues, these for- 
merly easily emotional listeners, because they them- 
selves had been respected, had clearly begun to learn to 
use reasonable and democratic methods to participate 
and discuss. Lin Ti-chuan and Kuo Chien-chih both 
believe that this proves that it is only necessary to give 
people respect and they will have higher standards, and 
not blindly doubt and put them down. 


In the period that they began broadcasting, one of the 
things that was most gratifying to station personnel was 
to have a taxi driver affirm his support for the Voice of 
Southern Taiwan by especially sending a large cake to 
the station on 10 January, the day that they “completed 
a month” of broadcasting, at his own expense mimeo- 
graph advertising flyers for the station and distribute 
them everywhere, and send each of the hosts a card on 
Christmas day. He is considered a “deathly loyal and 
sworn” supporter. 


Once after a program was broadcast in which K’o 
Ch’i-hua [2688 2475 0553] personally described the 
situation at the time of the White Terror, several lis- 
teners immediately called in to the hotline with choking 
voices to encourage old Mr. K’o to persevere. The station 
workers were extremely moved. 


Since last year when broadcasting in the central area 
began to greatly increase and a share of listeners’ two- 
way dialogues on the hotline have been directly broad- 
cast live, the interactive relations between the broadcast 
media and listeners have become closer than ever. Lin 
Ti-chuan also believes that this is Taiwan’s newest wave 
of revolutionary consciousness movements. Listeners’ 
rights and voice have never been given so much impor- 
tance and enhancement. Moreover, the effect of the 
broadcast hotline has been more absorbing than the 
effects of television and the flat medium.——Because the 
“reader reaction” pages in the press are less timely than 
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the electronic media and the “viewer hotline”’ on televi- 
sion often appears to lack strength and be loosely 
organized and unnatural, because the picture is dull. 


[passage omitted] 


So, the Voice of Southern Taiwan like the All People’s 
Radio Station, as distinguished from the mainline media 
accustomed to their own speech, expands “‘listener time” 
as much as possible in several of their programs. It 
concentrates its funds on assembling “collective line 
microphone systems” that other stations do not have 
and emphasizes strengthening dual or even three-way or 
multi-directional interaction of the station, listener, and 
balanced oversight objectives to act as the most effective 
“people’s public instrument.” 


Presently, the Voice of Southern Taiwan programming 
still is mainly political, topical, and local and daily life 
information, but as they attract manpower and resources 
and after they are legalized, their foundation will change 
to a company organization and seek a special and a 
higher station site, increase the injection of youth, news, 
and cultural programs, and increase the purchase of 
on-site relay vehicles to utilize important materials 
and select information for reporting. All of this is to 
gradually orient their efforts into the system. 


Although the initial period has been short, the Voice of 
Southern Taiwan already has moulded a few ‘famous 
voices”: Like Lin Ti-chuan with the sharp diction; Su 
Jung-jui 5685 2837 3843 with the pleasant clear-toned 
voice and precise facts; and old Mr. Ou Ming-lang 2962 
2494 2597, the eighty-year-old host of “Uncle Talks 
About Antiquity.” They all have their regular listeners, 
and they often have listeners write letters to the station 
pouring out their aspirations. These are the intangible 
fruits of “righteous work.” 


Journal Views Characterisics of Political Culture 


94CM0263B Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 364, 5 Mar 94 p 38 


[Article by Chi Yen-ling (4764 1693 7117): “Everywhere 
Can Be Heard the Sound of Dogs Barking’’] 


[Text] [Excerpts] [passage omitted] 


Taiwan is a society in which “following the wind” is very 
popular. Everyone like a swarm of bees says the same 
things and does the same things. Chien Ming-ching 
[4675 2494 2529], speaker of the Taiwan provincial 
parliament describes this phenomenon as ‘“‘dog culture 
[gou de wenhua].” One dog barks and the pack of dogs 
follows. When it barks, it 1s very lively, but when it 
finishes barking, it is as if nothing had happened and 
nothing has changed. 
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Dog Culture Can Be Seen Everywhere 


This “dog culture” is expressed especially clearly in 
politics. A year ago, on the issue of participation in the 
United Nations they barked throughout Taiwan to form 
a group. From Taipei they barked all the way to the front 
door of the United Nations. It was as if there were no 
other issue but this on earth. But who knows when, the 
“United Nations fever’ suddenly dropped from the 
boiling point to the freezing point. Now one no longer 
hears anyone talking feverishly about the United 
Nations issue. 


Recently th» popular “southern orientation” topic was 
exactly the same. Since President Lee Teng-hui vaca- 
tioned in three ASEAN countries, throughout the 
country with neat and uniform actions they have con- 
centrated on “looking south.”” Government units have 
worked overtime to study and evaluate; the enterprise 
sector has gone south to investigate nonstop; and the 
news sector every day has reports of “southern orienta- 
tion” news. It appears that the future of Taiwan’s 
economy, trade, and foreign affairs can only begin to be 
ensured by “southern orientation.” 


Another complication of “southern orientation fever”’ is 
“presidential foreign visit fever.’’ Lee Teng-hui had just 
returned from Bangkok when the topics of whether or 
not in the near future he could visit the United States, 
visit Japan, visit France, visit Germany, visit Fiji, visit 
Central and South America were brought out one after 
the other for great and special speculation. Taiwan’s 
officials every day were chased by reporters and asked 
these questions that still did not have a trace of evidence. 
They could only grin and bear it. But foreign government 
officials, legislators, and scholars also were tediously 
harangued with, “Would your country agree to a visit 
from President Lee Teng-hui?” a question “of no 
interest.”’ It appears a little ridiculous and comicai. 


Another example is such ““major national issues” as the 
vice president serving concurrently as president of the 
Judicial Yuan and the speaker of the assembly, whether 
or not the Taipei municipal Number Seven Park Kuan- 
vin [Goddess of Mercy] statue should be removed, and in 
the Legislative Yuan generally how many questions and 
how many answers the form of interpellation should 
take. These fully manifest ‘dog culture” characteristics. 
No one asks if the matter 1s true or false and no one cares 
if it is important or not. Someone need only start to 
ramble on a topic and the other people follow with all 
their might, rambling until they are talked out and tried 
of talking, and everything calms down again. But every- 
thing remains as before. The boat goes through the water 
without a trace. In all the world probably only Taiwan 
can arrive at this state of mind! 
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Concentrated Fever, Concentrated Incapacity 


From the perspective of social psychology, ‘“‘concentrat- 
ing on following the wind” is the phenomenon of a sick 
society. Whether we should participate in the United 
Nations, whether we should plan a southern-oriented 
policy, and whether the president should leave the 
country on visits are all matters that we can talk about 
and should talk about and can do and should do. But 
once the whole nation “dog fashion” is engaged on a 
grand scale, it becomes “United Nations fever,” “south- 


ern orientation fever,” and “foreign visit fever.” Any 
issue ultimately should have only three minutes of fever. 
In a society that often has “concentrated fever” and 
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“concentrated stupor” in dealing with national affairs 
will have difficulty avoiding the resulting “‘concentrated 
incapacity.” 


With the Year of the Dog beginning, the dog people 
precisely can greatly practice their belief in the year that 
is named for them. The “doggy culture” is bound to 
shine even more. In the next year, we will amend the 
constitution and we will select the governor and mayors, 
and we can expect that in the political arena the excited 
noise of barking will be heard from all sides. The “dog” 
people are lucky. The people who do not belong to the 
dogs can only seek their own greater luck in the midst of 
the barking! 
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